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ACCOUNTING PRACTICE—PART I
M ay 6, 1992; 1:30 P .M . to 6 :00 P.M . 
Record your 7-digit candidate CANDIDATE NUMBER
number in the boxes.
The point values fo r  each question, and estimated time allotments based primarily on point value, are as fo llows:
P o in t Estimated Minutes
N o . 1 . .  
N o . 2 . .  
N o . 3 . .. 
N o . 4 (a ) 
N o . 4 (b ) 
N o . 5 . .
T o t a l s ..............................................................................................  50
Value Minimum Maximum
10 45 55
10 45 55
10 45 55
5 25 30
5 20 25
10 40 50
220 270
INSTRUCTIONS TO CANDIDATES
Fa il u r e  T o  Fo l l o w  T h ese  In st r u c t io n s  M a y  H a v e  A n  A d ver se  E ffe c t  O n  Y o u r  Ex a m in a t io n  G r a d e
1. Y ou  must record your essay answers in numerical 
order o f  the questions. I f  m ore than one page is 
required fo r  an answer, w rite “ continued”  at the 
bottom o f  the page.
2. Answ er all objective items on the O bjective Answer 
Sheet which is page 3 o f  your Examination Answ er 
Booklet. You  should attempt to answer all ob jective 
items. There is no penalty fo r incorrect responses. 
Since the objective items are computer-graded, your 
comments and calculations associated with them are 
not considered and should not be submitted. Be certain 
that you have entered your answers on the O bjective 
Answer Sheet before the examination time is up. The 
objective portion o f  your examination w ill not be 
graded i f  you fa il to record your answers on the 
O bjective Answ er Sheet.
3. Support all problem -type answers with properly 
labeled and leg ib le calculations that can be identified 
as sources o f  amounts in form al schedules, entries, 
worksheets, or other answers, to show how your final 
answer was derived. Failure to enclose supporting 
calculations may result in loss o f  grading points 
because it may be impossible to determine how  your 
amounts w ere computed.
4. A  C P A  is continually confronted with the necessity 
o f  expressing opinions and conclusions in written 
reports in clear, unequivocal language. Although the 
primary purpose o f  the examination is to test your 
know ledge and application o f  the subject matter, the 
ability to organize and present such know ledge
in acceptable written language may be considered by 
the examiners.
5. Record your 7-digit candidate number in the space 
provided at the upper right-hand com er o f  this page.
6. Y ou  are required to turn in separately by the end o f  
each session:
a. Attendance Record Form , front page o f  
Examination Answ er Booklet;
b. O bjective Answ er Sheet, page 3 o f  Exam i­
nation A nsw er Booklet;
c. Remaining Portion o f  Examination Answer 
Booklet;
d. Examination Question Booklet;
e. A ll unused examination materials; and
f. Prenumbered Identification Card at the last 
examination you are taking.
You r examination w ill not be graded unless the above 
listed items are handed in before leaving the examina­
tion room.
7. I f  you want your Examination Question Booklet 
mailed to you, write your name and address on the 
back cover, and place 52 cents postage in the space 
provided, unless otherwise instructed. A lso , unless 
instructed otherwise, write your name and address 
in the return address space in the upper left-hand 
corner on the back cover. Examination Question 
Booklets w ill be distributed no sooner than the day 
fo llow in g  the administration o f  this examination, 
unless instructed otherwise.
Prepared by the Board of Examiners of the American Institute of Certified Public Accountants and adopted by the 
examining boards of all states, the District of Columbia, Guam, Puerto Rico, and the Virgin Islands of the United States.
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Examination Questions — May 1992
Instructions
Questions Num ber 1, 2, and 3 each consist o f 20 
multiple-choice items. Select the best answer for each 
o f the items relating to a va rie ty  o f  financial account­
ing problem s. Use a No. 2 pencil to blacken the 
appropriate ovals on the Objective Answer Sheet to 
indicate your answers. M ark on ly  one answ er fo r  
each item . A n sw er a ll item s. Your grade w ill be 
based on the total number o f correct answers.
Number 1 (Estimated time------45 to 55 minutes)
1. United, Inc.’s unadjusted current assets section 
and stockholders’ equity section o f its December 31, 
1991, balance sheet are as follows:
Item s 2 and 3 are based on the following:
The following format was used by Gee, Inc. for its 1991 
statement o f owners’ equity:
Common Additional
Balance at 1/1/91 
Additions and 
deductions:
100% stock dividend 
5% stock dividend
Balance at 12/31/91
stock, paid-in Retained 
$1 par capital earnings
$90,000 $800,000 $175,000
When both the 100% and the 5% stock dividends were 
declared, Gee’s common stock was selling for more 
than its $1 par value.
2. How would the 100% stock dividend affect the 
additional paid-in capital and retained earnings 
amounts reported in Gee’s 1991 statement o f owners’
equity?
A d d ition a l Retained
p a id -in  cap ita l earnings
A. Increase Increase
B. Increase Decrease
C. No change Increase
D. No change Decrease
C urrent Assets:
Cash $ 60,000
Investments in marketable equity 
securities (including $300,000 o f 
United, Inc. common stock) 400,000
Trade accounts receivable 340,000
Inventories 148,000
Total $948,000
Stockholders ’ E qu ity :
Common stock $2,224,000
Retained earnings (deficit) (224,000)
Total $2,000,000
The investments and inventories are reported at their 
costs, which approximate market values.
In its 1991 statement o f stockholders’ equity, United’s 
total amount o f equity at December 31, 1991, is
A . $2,224,000
B. $2,000,000
C. $1,924,000
D. $1,700,000
3. How would the 5% stock dividend affect the 
additional paid-in capital and retained earnings amounts 
reported in Gee’s 1991 statement o f owners’ equity?
A.
B.
C.
D.
A d d ition a l 
p a id -in  cap ita l
Increase 
Increase 
No change 
No change
Retained
earnings
Decrease
Increase
Decrease
Increase
4. Wagner, a holder o f a $1,000,000 Palmer, Inc. 
bond, collected the interest due on March 31 , 1992, and 
then sold the bond to Seal, Inc. for $975,000. On that 
date, Palmer, a 75% owner o f Seal, had a $1,075,000 
carrying amount for this bond. What was the e ffect o f 
Seal’s purchase o f Palmer’s bond on the retained earn­
ings and minority interest amounts reported in 
Palmer’s March 31 , 1992, consolidated balance sheet?
Retained earnings M in o rity  interest
A. $100,000 increase $0
B. $ 75,000 increase $ 25,000 increase
C. $0 $ 25,000 increase
D. $0 $100,000 increase
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5. Zinc Co.’s adjusted trial balance at December 31, 
1991, includes the fo llow ing account balances;
Common stock, $3 par $600,000
Additional paid-in capital 800,000
Treasury stock, at cost 50,000
N et unrealized loss on noncurrent 
marketable equity securities 20,000
Retained earnings: appropriated fo r 
uninsured earthquake losses 150,000
Retained earnings; unappropriated 200,000
What amount should Zinc report as total stockholders’ 
equity in its December 31, 1991, balance sheet?
A . $1,680,000
B. $1,720,000
C. $1,780,000
D. $1,820,000
Item s 6 and 7 are based on the follow ing:
On January 1, 1991, Dallas, Inc. purchased 80% o f 
Style, Inc.’s outstanding common stock fo r $120,000. 
On that date, the carrying amounts o f Style’s assets and 
liabilities approximated their fa ir values. During 1991, 
Style paid $5,000 cash dividends to its stockholders. 
Summarized balance sheet inform ation fo r the tw o 
companies follows:
Dallas Style
12/31/91 12/31/91 1/1/91
Investm ent in Style
(equ ity method) $132,000
Other assets 138,000 $115,000 $100,000
$270,000 $115,000 $100,000
Common stock $ 50,000 $ 20,000 $ 20,000
Additional paid-in
capital 80,250 44,000 44,000
Retained earnings 139,750 51,000 36,000
$270,000 $115,000 $100,000
6. What amount should Dallas report as earnings 
from  subsidiary, before amortization o f goodwill, in its 
1991 income statement?
A . $12,000
B. $15,000
C. $16,000
D. $20,000
7. What amount o f total stockholders’ equity should 
be reported in Dallas’ December 3 1 , 1991, consolidated 
balance sheet?
A . $270,000
B. $286,000
C. $362,000
D. $385,000
Item s 8 and 9 are based on the follow ing:
Scroll, Inc., a w holly owned subsidiary o f Pirn, Inc., 
began operations on January 1, 1991. The follow ing 
inform ation is from  the condensed 1991 income 
statements o f Pirn and Scroll:
P irn S cro ll
Sales to Scroll $100,000 $ -
Sales to others 400,000 300,000
Cost o f goods sold:
500,000 300,000
Acquired from  Pirn — 80,000
Acquired from  others 350,000 190,000
Gross profit 150,000 30,000
Depreciation 40,000 10,000
Other expenses 60,000 15,000
Income from  operations 
Gain on sale o f equipment
50,000 5,000
to Scroll 12,000 —
Income before income taxes $ 38,000 $ 5,000
A d d ition a l in fo rm a tion :
• Sales by Pirn to Scroll are made on the same terms 
as those made to third parties.
• Equipment purchased by Scroll from  Pirn for 
$36,000 on January 1, 1991, is depreciated using 
the straight-line method over four years.
8. In Pirn ’s December 31, 1991, consolidating 
worksheet, how much intercompany profit should be 
elim inated from  Scroll’s inventory?
A . $30,000
B. $20,000
C. $10,000
D. $ 6,000
9. What amount should be reported as depreciation 
expense in Pirn’s 1991 consolidated income statement?
A . $50,000
B. $47,000
C. $44,000
D. $41,000
10. Lion, Inc. owns 60% o f Gray Corp.’s common 
stock. On December 3 1 , 1991, Gray owes Lion $400,000 
fo r a cash advance. In preparing the consolidated 
balance sheet at that date, what amount o f the 
advance should be elim inated?
A . $400,000
B. $240,000
C. $160,000
D. $0
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11. Parker Corp. owns 80% o f Smith Inc.’s common 
stock. During 1991, Parker sold Smith $250,000 o f 
inventory on the same terms as sales made to third par­
ties. Smith sold all o f the inventory purchased from 
Parker in 1991. The following information pertains to 
Smith and Parker’s sales for 1991:
Sales
Cost o f sales
Parker
$ 1,000,000
400,000
Sm ith
$700,000
350,000
$ 600,000 $350,000
What amount should Parker report as cost o f sales in 
its 1991 consolidated income statement?
A. $750,000
B. $680,000
C. $500,000
D. $430,000
14. The following information pertains to Smoke, 
Inc.’s investment in marketable equity securities:
• On December 31, 1991, Smoke reclassified a 
security with a $70,000 cost and a $50,000 market 
value from current to noncurrent.
• A  noncurrent marketable equity security costing 
$75,000, written down to $30,000 in 1990, had a 
$60,000 market value on December 31, 1991. 
Smoke believes the recovery is permanent.
What is the net effect o f the above items on Smoke’s 
valuation allowance for noncurrent marketable equity 
securities as o f December 31, 1991?
A. No effect.
B. $10,000 decrease.
C. $20,000 increase.
D. $30,000 decrease.
12. On July 1, 1991, Cody Co. paid $1,198,000 for 
10%, 20-year bonds with a face amount o f $1,000,000. 
Interest is paid on December 31 and June 30. The 
bonds were purchased to yield 8%. Cody uses the 
effective interest rate method to recognize interest 
income from this investment. What should be reported 
as the carrying amount o f the bonds in Cody’s 
December 31, 1991, balance sheet?
A. $1,207,900
B. $1,198,000
C. $1,195,920
D. $1,193,050
13. Reed, Inc. began operations on January 1 , 1991. 
The fo llow in g  in form ation  pertains to R eed ’s 
December 31, 1991, portfolio o f marketable equity 
securities:
Aggregate cost 
Aggregate market value 
Aggregate lower o f cost or 
market value applied to 
each security in the 
portfolio
C urrent N oncurren t
$360,000 $550,000
320,000 450,000
304,000 420,000
I f  the market declines are judged to be temporary, what 
amounts should Reed report as valuation allowances 
for its current and noncurrent marketable equity 
securities in its December 31, 1991, balance sheet?
C urrent N oncurren t
A. $40,000 $0
B. $0 $100,000
C. $40,000 $100,000
D. $56,000 $130,000
15. On December 31, 1991, Jet Co. received two 
$10,000 notes receivable from customers in exchange 
for services rendered. On both notes, interest is 
calculated on the outstanding principal balance at the 
annual rate o f 3% and payable at maturity. The note 
from Hart Corp., made under customary trade terms, 
is due in nine months and the note from Maxx, Inc. is 
due in five  years. The market interest rate for similar 
notes on December 3 1 , 1991, was 8%. The compound 
interest factors to convert future values into present 
values at 8% follow:
Present value o f $1 due in nine months: .944
Present value o f $1 due in fiv e  years: .680
A t what amounts should these two notes receivable be 
reported in Jet’s December 31, 1991, balance sheet?
H art Max x
A. $ 9,440 $6,800
B. $ 9,652 $7,820
C. $10,000 $6,800
D. $10,000 $7,820
16. On December 1 , 1991, T igg Mortgage Co. gave Pod 
Corp. a $200,000, 12% loan. Pod received proceeds o f 
$194,000 after the deduction o f a $6,000 nonrefund- 
able loan origination fee. Principal and interest are due 
in 60 monthly installments o f $4,450, beginning 
January 1, 1992. The repayments yield an effective 
interest rate o f 12% at a present value o f $200,000 and 
13.4% at a present value o f $ 194,000. What amount o f 
accrued interest receivable should Tigg include in its 
December 31, 1991, balance sheet?
A. $4,450
B. $2,166
C. $2,000
D. $0
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17. Stone Co. had the follow ing consignment trans­
actions during December 1991:
Inventory shipped on consignment 
to Beta Co, $18,000
Freight paid by Stone 900
Inventory received on consignment 
from  Alpha Co. 12,000
Freight paid by Alpha 500
No sales o f consigned goods w ere made through 
December 31, 1991. Stone’s December 31, 1991, 
balance sheet should include consigned inventory at
A . $12,000
B. $12,500
C. $18,000
D. $18,900
18. Anders Co. uses the m oving-average method to 
determ ine the cost o f its inventory. During January 
1992, Anders recorded the fo llow ing inform ation per­
taining to its inventory:
U n it Total
Units cost cost
Balance on 1/1/92 40,000 $5 $200,000
Sold on 1/17/92 35,000
Purchased on 1/28/92 20,000 8 160,000
What amount o f inventory should Anders report in its 
January 31, 1992, balance sheet?
A . $200,000
B. $185,000
C. $162,500
D. $150,000
19. On December 31 , 1991, Vey Co. traded equipment 
w ith an original cost o f $100,000 and accumulated 
depreciation o f $40,000 fo r similar productive equip­
ment w ith a fa ir value o f $60,000. In addition, Vey 
received  $30,000 cash in connection w ith  this 
exchange. What should be V ey ’s carrying amount for 
the equipment received at December 31, 1991?
A . $30,000
B. $40,000
C. $60,000
D. $80,000
20. Hy Corp. bought Patent A  fo r $40,000 and Patent 
B fo r $60,000. Hy also paid acquisition costs o f $5,000 
fo r Patent A  and $7,000 fo r Patent B. Both patents 
w ere challenged in legal actions. Hy paid $20,000 in 
legal fees fo r a successful defense o f Patent A  and 
$30,000 in legal fees fo r an unsuccessful defense o f 
Patent B. What amount should Hy capitalize for patents?
A . $162,000
B. $112,000
C. $ 65,000
D. $ 45,000
Number 2 (Estimated tim e------45 to 55 minutes)
21. Dolce Co., which began operations on January 1, 
1990, appropriately uses the installment method o f 
accounting to record revenues. The follow ing informa­
tion is available fo r the years ended December 3 1 , 1990 
and 1991:
1990 1991
Sales
Gross profit realized 
on sales made in:
1990
1991
Gross profit percentages
$1,000,000 $2,000,000
150,000
30%
90,000
200,000
40%
What amount o f installment accounts receivable 
should Dolce report in its December 3 1 , 1991, balance 
sheet?
A . $1,225,000
B. $1,300,000
C. $1,700,000
D. $1,775,000
22. On December 1, 1991, Boyd Co. purchased a 
$400,000 tract o f land fo r a factory site. Boyd razed an 
old building on the property and sold the materials it 
salvaged from  the dem olition. Boyd incurred addi­
tional costs and realized salvage proceeds during 
December 1991 as follows:
Dem olition o f old building $50,000
Legal fees fo r purchase contract and 
recording ownership 10,000
T itle guarantee insurance 12,000
Proceeds from  sale o f salvaged materials 8,000
In its December 3 1 , 1991, balance sheet, Boyd should 
report a balance in the land account o f
A . $464,000
B. $460,000
C. $442,000
D. $422,000
23. On Novem ber 1, 1991, K ey Co. paid $3,600 to 
renew  its insurance policy fo r three years. A t 
Decem ber 31, 1991, K ey ’s unadjusted trial balance 
showed a balance o f $90 fo r prepaid insurance and 
$4,410 fo r insurance expense. What amounts should 
be reported fo r prepaid insurance and insurance 
expense in K ey ’s Decem ber 31, 1991, financial 
statements?
Prepa id Insurance
insurance expense
A . $3,300 $1,200
B. $3,400 $1,200
C. $3,400 $1,100
D. $3,490 $1,010
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24. Rom Corp. began business in 1991 and reported 
taxable income o f $50,000 on its 1991 tax return. Rom 
elected early application o f FASB Statement No. 96, 
A ccoun tin g  fo r  Incom e Taxes. Rom’s enacted tax rate 
is 30% fo r 1991 and future years. The follow ing is a 
schedule o f Rom’s December 3 1 , 1991, tem porary d if­
ferences in thousands o f dollars:
12/31/91 
Book basis
over (under) Fu tu re taxable
tax basis (deductible) am ounts
1992 1993 1994 1995
Equipment
Warranty
10 (5) 5 5 5
liability
Deferred
(20) (10) (10)
compensation
liability (15) (5 ) (10)
Installment
receivables 30 10 20
Totals 5 (5) (10) 25 (5 )
What amount should Rom report as current deferred 
tax assets in its December 31, 1991, balance sheet?
A . $0
B. $1,500
C. $4,500
D. $6,000
25. Webb Co. implemented a defined benefit pension 
plan fo r its employees on January 1 , 1988. During 1988 
and 1989, Webb’s contributions fu lly funded the plan. 
The follow ing data are provided fo r 1991 and 1990:
Projected benefit obligation, 
December 31
Accumulated benefit obliga­
tion, December 31 
Plan assets at fa ir value, 
December 31
Projected benefit obligation 
in excess o f plan assets 
Pension expense 
Em ployer’s contribution
1991 1990
Estim ated A ctu a l
$750,000 $700,000
520,000 500,000
675,000 600,000
75,000 100,000
90,000 75,000
50,000
What amount should Webb contribute in order to 
report an accrued pension liability o f $15,000 in its 
December 31, 1991, balance sheet?
A . $ 50,000
B. $ 60,000
C. $ 75,000
D. $100,000
26. On January 2, 1990, Ross Co. purchased a 
machine fo r $70,000. This machine has a 5-year useful 
life , a residual value o f $10,000, and is depreciated 
using the straight-line method fo r financial statement 
purposes. For tax purposes, depreciation expense was 
$25,000 fo r 1990 and $20,000 fo r 1991. Ross elected 
early application o f FASB Statement No. 96, A ccount­
in g  fo r  Incom e Taxes. Ross’ 1991 income, before 
income taxes and depreciation expense, was $100,000 
and its tax rate was 30%. I f Ross had made no 
estimated tax payments during 1991, what amount o f 
current income tax liability would Ross report in its 
December 31, 1991, balance sheet?
A . $26,400
B. $25,800
C. $24,000
D. $22,500
Item s 27 and 28 are based on the follow ing:
Baker Co. is a real estate developer that began opera­
tions on January 2 , 1990. Baker appropriately uses the 
installment method o f revenue recognition. Baker’s 
sales are made on the basis o f a 10% downpayment, 
w ith  the balance payable over 30 years. Baker’s gross 
profit percentage is 40%. Relevant inform ation fo r 
Baker’s first tw o years o f operations is as follows:
1991 1990
Sales
Cash collections
$16,000,000
2 ,020,000
$14,000,000
1,400,000
27. A t December 31, 1990, Baker’s deferred gross 
profit was
A . $ 5,040,000
B. $ 5,600,000
C. $ 8,400,000
D. $12,600,000
28. Baker’s realized gross profit fo r 1991 was
A . $6,400,000
B. $2,020,000
C. $1,212,000
D. $ 808,000
29. Dixon Co. incurred costs o f $3,300 when it issued, 
on August 31, 1991, 5-year debenture bonds dated 
A pril 1, 1991. What amount o f bond issue expense 
should Dixon report in its income statement fo r the 
year ended December 31, 1991?
A . $ 220
B. $ 240
C. $ 495
D. $3,300
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30. The fo llow ing inform ation pertains to Camp 
Corp.’s issuance o f bonds on July 1, 1991:
Face amount 
Term
Stated interest rate 
Interest payment dates 
Yield
$800,000 
10 years 
6%
Annually on July 1
9%
A t 6% A t 9%
0.558 0.422
1.791 2.367
7.360 6.418
Present value o f 1 fo r 10 periods 
Future value o f 1 fo r 10 periods 
Present value o f ordinary annuity 
o f 1 fo r 10 periods
What should be the issue price fo r each $1,000 bond?
A . $1,000
B. $ 864
C. $ 807
D. $ 700
33. Scott Corp. received cash o f $20,000 that was 
included in revenues in its 1991 financial statements, 
o f which $12,000 w ill not be taxable until 1992. Scott’s 
enacted tax rate is 30% fo r 1991, and 25% fo r 1992. 
Scott elected early application o f FASB Statement No. 
96, Acco u nting fo r  Incom e Taxes. What amount should 
Scott report in its 1991 balance sheet fo r deferred 
income tax liability?
A . $2,000
B. $2,400
C. $3,000
D. $3,600
34. Robbins, Inc. leased a machine from  Ready 
Leasing Co. The lease qualifies as a capital lease and 
requires 10 annual payments o f $10,000 beginning 
immediately. The lease specifies an interest rate o f 12% 
and a purchase option o f $10,000 at the end o f the 
tenth year, even though the machine’s estimated value 
on that date is $20,000. Robbins’ increm ental borro w ­
in g  rate is 14%.
31. The follow ing inform ation pertains to a sale and 
leaseback o f equipment by Mega Co. on December 31, 
1991:
Sales price
Carrying amount
Monthly lease payment
Present value o f lease payments
Estimated remaining life
Lease term
Im plicit rate
$400,000 
$300,000 
$3,250 
$36,900 
25 years 
1 year 
12%
What amount o f deferred gain on the sale should Mega 
report at December 31, 1991?
A . $0
B. $ 36,900
C. $ 63,100
D. $100,000
32. Rico Corp. owns 40% o f Dee Corp.’s voting com­
mon stock and accounts fo r its investm ent using the 
equity method. During 1991, Dee reported earnings o f 
$225,000 and paid dividends o f $75,000. Rico assumes 
that all of- D ee’s undistributed earnings w ill be 
distributed as dividends in future years. Rico’s income 
tax rate is 30%. Rico elected early application o f FASB 
Statement No. 96, Accounting fo r  Incom e Taxes. Ignor­
ing the dividends received deduction, what amount o f 
deferred income tax liability should Rico report in its 
1991 financial statements?
A . $27,000
B. $18,000
C. $ 9,000
D. $0
The present value o f an annuity due o f 1 at:
12% fo r 10 years is 6.328 
14% fo r 10 years is 5.946
The present value o f 1 at:
12% fo r 10 years is .322 
14% fo r 10 years is .270
What amount should Robbins record as lease liability 
at the beginning o f the lease term?
A . $62,160
B. $64,860
C. $66,500
D. $69,720
35. During 1990, Gum Co. introduced a new  product 
carrying a two-year warranty against defects. The 
estimated warranty costs related to dollar sales are 2% 
w ithin 12 months follow ing the sale and 4% in the 
second 12 months follow ing the sale. Sales and actual 
w arran ty  expen d itu res fo r  th e years ended 
December 31, 1990 and 1991, are as follows:
1990
1991
Sales
$150,000
250,000
$400,000
A ctu a l w arranty  
expenditures
$2,250
7,500
$9,750
W hat amount should Gum report as estim ated 
warranty liability in its Decem ber 31, 1991, balance 
sheet?
A . $ 2,500
B. $ 4,250
C. $11,250
D. $14,250
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36. On January 17, 1991, an explosion occurred at a 
Sims Co. plant causing extensive property damage to 
area buildings. Although no claims had yet been 
asserted against Sims by March 10, 1991, Sims’ 
management and counsel concluded that it is likely 
that claims will be asserted and that it is reasonably 
possible Sims w ill be responsible for damages. Sims’ 
management believed that $1,250,000 would be a 
reasonable estimate o f its liability. Sims’ $5,000,000 
comprehensive public liability policy has a $250,000 
deductible clause. In Sims’ December 31 , 1990, finan­
cial statements, which were issued on March 25 , 1991, 
how should this item be reported?
A. As an accrued liability o f $250,000.
As a footnote disclosure indicating the 
possible loss o f $250,000.
As a footnote disclosure indicating the 
possible loss o f $1,250,000.
No fo o tn o te  disclosure or accrual is 
necessary.
B.
D.
37. On October 1, 1991, Acme Fuel Co. sold 100,000 
gallons o f heating oil to Karn Co. at $3 per gallon. Fifty 
thousand gallons were delivered on December 15, 
1991, and the remaining 50,000 gallons were delivered 
on January 15, 1992. Payment terms were: 50% due 
on October 1 , 1991, 25% due on first delivery, and the 
remaining 25% due on second delivery. What amount 
o f revenue should Acme recognize from this sale dur­
ing 1991?
A. $ 75,000
B. $150,000
C. $225,000
D. $300,000
39. Zeta Co. reported sales revenue o f $4,600,000 in 
its income statement for the year ended December 31, 
1991. Additional information is as follows:
12/31/90 12/31/91
Accounts receivable 
Allowance for 
uncollectible accounts
$1,000,000 $1,300,000
(60,000) (110,000)
Zeta wrote o ff uncollectible accounts totaling $20,000 
during 1991. Under the cash basis o f accounting, Zeta 
would have reported 1991 sales o f
A. $4,900,000
B. $4,350,000
C. $4,300,000
D. $4,280,000
40. Sage, Inc. bought 40% o f Adams Corp.’s outstand­
ing common stock on January 2, 1991, for $400,000. 
The carrying amount o f Adams’ net assets at the pur­
chase date totaled $900,000. Fair values and carrying 
amounts were the same for all items except for plant 
and inventory, for which fair values exceeded their 
carrying amounts by $90,000 and $10,000, respec­
tively. The plant has an 18-year life. A ll inventory was 
sold during 1991. Goodwill, i f  any, is to be amortized 
over 40 years. During 1991, Adams reported net 
income o f $120,000 and paid a $20,000 cash dividend. 
What amount should Sage report in its income state­
ment from its investment in Adams for the year ended 
December 31, 1991?
A. $48,000
B. $42,000
C. $36,000
D. $32,000
38. The following information pertains to Spee Co.’s 
1991 sales:
Cash sales 
Gross
Returns and allowances 
C redit sales 
Gross 
Discounts
$40,000
2,000
60,000
3,000
On January 1 , 1991, customers owed Spee $20,000. On 
December 31, 1991, customers owed Spee $15,000. 
Spee uses the direct w riteoff method for bad debts. No 
bad debts were recorded in 1991. Under the cash basis 
o f accounting, what amount o f revenue should Spee 
report for 1991?
A. $100,000
B. $ 95,000
C. $ 85,000
D. $ 38,000
Number 3 (Estimated time------45 to 55 minutes)
41. Ace Co. sold to King Co. a $20,000, 8%, 5-year 
note that required fiv e  equal annual year-end 
payments. This note was discounted to yield a 9% rate 
to King. The present value factors o f an ordinary 
annuity o f $1 for five  periods are as follows:
8%
9%
3.992
3.890
What should be the total interest revenue earned by 
King on this note?
A. $9,000
B. $8,000
C. $5,560
D. $5,050
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42. Green Corp. owns 30% o f the outstanding com­
mon stock and 100% o f the outstanding noncumulative 
nonvoting preferred stock o f Axel Corp. In 1991, Axel 
declared dividends o f $100,000 on its common stock 
and $60,000 on its preferred stock. Green exercises 
significant influence over A xe l’s operations. What 
amount o f dividend revenue should Green report in its 
income statement for the year ended December 31, 
1991?
A. $0
B. $30,000
C. $60,000
D. $90,000
43. Bort  Co. purchased 2,000 shares o f Crel Co. com­
mon stock on March 5 , 1991, for $72,000. Bort received 
a $1,000 cash dividend on the Crel stock on July 15, 
1991. Crel declared a 10% stock dividend on 
December 15, 1991, to stockholders o f record as o f 
December 3 1 , 1991. The dividend was distributed on 
January 15, 1992. The market price o f the stock was 
$38 on December 15, 1991, $40 on December 31 , 1991, 
and $42 on January 15, 1992. What amount should 
Bort record as dividend revenue for the year ended 
December 31, 1991?
A . $1,000
B. $8,600
C. $9,000
D. $9,400
44. On January 1, 1991, Denver Corp. entered into 
a 4-year licensing agreement with Akins Co. allowing 
Akins to use Denver’s cartoon characters on all the 
lunchboxes that Akins manufactures. Akins is required 
to pay Denver royalties equal to 10% o f annual lunch- 
box sales. Akins guaranteed Denver a $120,000 
minimum royalty over the life o f the agreement and 
paid Denver the minimum amount on January 1 , 1991. 
For the year ended December 3 1 , 1991, Akins’s lunch- 
box sales totaled $500,000. What amount o f royalty 
income should Denver report in 1991?
A. $ 30,000
B. $ 50,000
C. $ 80,000
D. $120,000
45. On July 1 , 1991, one o f Rudd Co.’s delivery vans 
was destroyed in an accident. On that date, the van ’s 
carrying value was $2,500. On July 15, 1991, Rudd 
received and recorded a $700 invoice for a new engine 
installed in the van in May 1991, and another $500 
invoice for various repairs. In August, Rudd received 
$3,500 under its insurance policy on the van, which it 
plans to use to replace the van. What amount should 
Rudd report as gain (loss) on disposal o f the van in its 
1991 income statement?
A. $1,000
B. $ 300
C. $0
D. $ (200)
46. Ocean Corp.’s comprehensive insurance policy 
allows its assets to be replaced at current value. The 
policy has a $50,000 deductible clause. One o f Ocean’s 
waterfront warehouses was destroyed in a winter 
storm. Such storms occur approximately every four 
years. Ocean incurred $20,000 o f costs in dismantling 
the warehouse and plans to replace it. The following 
data relate to the warehouse;
Current carrying amount 
Replacement cost
$ 300,000 
1,100,000
What amount o f gain should Ocean report as a separate 
component o f income before extraordinary items?
A . $1,030,000
B. $ 780,000
C. $ 730,000
D. $0
47. The following balances were reported by Mall Co. 
at December 31, 1991 and 1990:
Inventory 
Accounts payable
12/31/91
$260,000
75,000
12/31/90
$290,000
50,000
Mall paid suppliers $490,000 during the year ended 
December 3 1 , 1991. What amount should Mall report 
for cost o f goods sold in 1991?
A. $545,000
B. $495,000
C. $485,000
D. $435,000
48. Pak Co.’s professional fees expense account had 
a balance o f $82,000 at December 31, 1991, before 
considering year-end adjustments relating to the 
following:
• Consultants were hired for a special project at a 
total fee  not to exceed $65,000. Pak has recorded 
$55,000 o f this fee  based on billings for work 
performed in 1991.
• The attorney’s letter requested by the auditors 
dated January 2 8 , 1992, indicated that legal fees 
o f $6,000 w ere billed on January 15, 1992, for 
work performed in November 1991, and unbilled 
fees for December 1991 w ere $7,000.
What amount should Pak report for professional fees 
expense for the year ended December 31, 1991?
A. $105,000
B. $ 95,000
C. $ 88,000
D. $ 82,000
9
Examination Questions — May 1992
49. Hutch, Inc. uses the conventional retail inventory 
method to account for inventory. The following infor­
mation relates to 1991 operations:
Average
Cost
Beginning inventory and 
purchases 
Net markups 
Net markdowns 
Sales
$600,000
R eta il
$920,000
40,000
60,000 
780,000
What amount should be reported as cost o f sales for 
1991?
A . $480,000
B. $487,500
C. $520,000
D. $525,000
52. The following information pertains to Flint Co.’s 
sale o f 10,000 foreign currency units under a forward 
contract dated November 1, 1991, for delivery on 
January 31, 1992:
Spot rates 
30-day future rates 
90-day future rates
11/1/91
$0.80
0.79
0.78
12/31/91
$0.83
0.82
0.81
Flint entered into the forward contract in order to 
speculate in the foreign currency. In Flint’s income 
statement for the year ended December 31 , 1991, what 
amount o f loss should be reported from this forward 
contract?
A . $400
B. $300
C. $200
D. $0
50. South Co. purchased a machine that was installed 
and placed in service on January 1 ,  1990, at a cost o f 
$240,000. Salvage value was estimated at $40,000. The 
machine is being depreciated over 10 years by the 
double-declining-balance method. For the year ended 
December 31 , 1991, what amount should South report 
as depreciation expense?
A . $48,000
B. $38,400
C. $32,000
D. $21,600
51. West, Inc. made the following expenditures
relating to Product Y:
• Legal costs to file a patent on Product Y  — $10,000. 
Production o f the finished product would not have 
been undertaken without the patent.
• Special equipment to be used solely for develop­
ment o f Product Y  — $60,000. The equipment has 
no other use and has an estimated useful life  o f 
four years.
• Labor and material costs incurred in producing a 
prototype model — $200,000.
• Cost o f testing the prototype — $80,000.
What is the total amount o f costs that w ill be expensed
when incurred?
A . $280,000
B. $295,000
C. $340,000
D. $350,000
53. Nu Corp. agreed to give Rand Co. a machine in full 
settlement o f a note payable to Rand. The machine’s 
original cost was $140,000. The note’s face amount was 
$110,000. On the date o f the agreement:
• The note’s carrying amount was $105,000, and its 
present value was $96,000.
• The machine’s carrying amount was $109,000, and 
its fair value was $96,000.
What amount o f gains (losses) should Nu recognize, 
and how should these be classified in its income 
statement?
E xtra ord in a ry Other
A. $(4,000) $ 0
B. $ 0 $( 4,000)
C. $ 5,000 $( 4,000)
D. $ 9,000 $(13,000)
54. Kent Co. incurred the following infrequent losses 
during 1991:
• A  $300,000 loss was incurred on disposal o f one o f 
four dissimilar factories.
• A  major currency devaluation caused a $120,000 
exchange loss on an amount remitted by a foreign 
customer.
• Inventory valued at $190,000 was made worthless 
by a competitor’s unexpected product innovation.
In its 1991 income statement, what amount should 
Kent report as losses that are n o t considered 
extraordinary?
A. $610,000
B. $490,000
C. $420,000
D. $310,000
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55. Ray Finance, Inc. issued a 10-year, $100,000, 9% 
note on January 1 , 1989. The note was issued to yield 
10% for proceeds o f $93,770. Interest is payable 
semiannually. The note is callable after tw o years at 
a price o f $96,000. Due to a decline in the market rate 
to 8%, Ray retired the note on December 31 , 1991. On 
that date, the carrying amount o f the note was 
$94,582, and the discounted market rate was 
$105,280. What amount should Ray report as gain (loss) 
from retirement o f the note for the year ended 
December 31, 1991?
A. $ 9,280
B. $ 4,000
C. $(2,230)
D. $(1,418)
56. Busy Corp. prepared the following reconciliation 
between pretax accounting income and taxable income 
for the year ended December 31, 1991:
Pretax accounting income 
Taxable income
Difference
Analysis o f difference:
Interest on municipal bonds 
Excess o f tax over book depreciation
$250,000
150,000
$100,000
$25,000
75,000
$100,000
Busy uses FASB Statement No. 96, A ccoun tin g fo r  
Incom e Taxes. Busy’s effective income tax rate for 
1991 is 30%. The depreciation difference will reverse 
in equal amounts over the next three years at an 
enacted tax rate o f 40%.
In Busy’s 1991 income statement, what amount should 
be reported as the current portion o f its provision for 
income taxes?
A. $45,000
B. $67,500
C. $75,000
D. $82,500
57. On December 31 , 1990, Greer Co. entered into an 
agreement to sell its Hart segment’s assets. On that 
date, Greer estimated the gain from the disposition o f 
the assets in 1991 would be $700,000 and Hart’s 1991 
operating losses would be $200,000. Hart’s actual 
operating losses were $300,000 in both 1990 and 1991, 
and the actual gain on disposition o f Hart’s assets in 
1991 was $650,000. Disregarding income taxes, what 
net gain (loss) should be reported for discontinued 
operations in Greer’s comparative 1991 and 1990 
income statements?
1991 1990
A. $ 50,000 $(300,000)
B. $ 0 $ 50,000
C. $ 350,000 $(300,000)
D. $(150,000) $ 200,000
58. On December 3 1 , 1991, Wright Corp. placed cash 
o f $875,000 in an irrevocable trust that meets the 
necessary defeasance requirements. The trust’s assets 
are to be used solely for satisfying obligations on 
Wright’s6%, $1,100,000, 30-year bond payable. Wright 
has not been legally released from its obligations under 
the bond agreement, but any additional liability is 
considered remote. On December 31 , 1991, the bond’s 
carrying amount was $ 1,050,000, and its present value 
was $800,000. Disregarding income taxes, what 
amount o f extraordinary gain (loss) should Wright 
report in its 1991 income statement?
A. $(75,000)
B. $175,000
C. $225,000
D. $250,000
59. Timp, Inc. had the following common stock 
balances and transactions during 1991:
1/1/91 Common stock outstanding 30,000
2/1/91 Issued a 10% common
stock dividend 3,000
3/1/91 Issued common stock in a
pooling o f interests 9,000
7/1/91 Issued common stock for cash 8,000
12/31/91 Common stock outstanding 50,000
1991 weighted average sharesWhat was Timp’s 
outstanding?
A. 40,000
B. 44,250
C. 44,500
D. 46,000
60. On June 30, 1990, Lomond, Inc. issued twenty, 
$10,000, 7% bonds at par. Each bond was convertible 
into 200 shares o f common stock. On January 1 , 1991, 
10,000 shares o f common stock were outstanding. The 
bondholders converted all the bonds on July 1, 1991. 
On the bonds’ issuance date, the average Aa corporate 
bond yield was 12%. During 1991, the average Aa cor­
porate bond yield was 9%. The following amounts were 
reported in Lomond’s income statement for the year 
ended December 31, 1991:
Revenues
Operating expenses 
Interest on bonds
Income before income tax 
Income tax at 30%
Net income
$977,000
920,000
7,000
50,000
15,000
$ 35,000
What amount should Lomond report as its 1991 
primary earnings per share?
A . $2.50
B. $2.85
C. $2.92
D. $3.50
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Number 4 consists of two unrelated parts.
Instructions — Number 4(a)
Question Number 4(a) consists o f 5 items. Use a No. 2 pencil to indicate your answers on the Objective Answer Sheet. 
These items require numerical answers and selection o f the proper cash flow  category. For the numerical answers, 
you are to both write your numerical answer in the boxes and blacken the corresponding oval below each box. These 
items cannot be graded if you fail to blacken the ovals. Write zeros in any blank boxes preceding your numerical 
answer. I f  there is a discrepancy between the amount written in the boxes and the amount indicated by the blackened 
ovals, the amount indicated by the blackened ovals w ill prevail. Answer all items. Your grade w ill be based on the 
total number o f correct answers.
Following are selected balance sheet accounts o f Zach Corp. at December 31, 1991 and 1990, and the increases 
or decreases in each account from 1990 to 1991. Also presented is selected income statement information for the year 
ended December 31, 1991, and additional information.
Increase
Examination Questions —  May 1992
Selected balance sheet accounts 1991 1990 (Decrease)
Assets:
Accounts receivable $ 34,000 $ 24,000 $10,000
Property, plant, and equipment 277,000 247,000 30,000
Accumulated depreciation (178,000) (167,000) (11,000)
Liabilities and stockholders’ equity :
Bonds payable 49,000 46,000 3,000
Dividends payable 8,000 5,000 3,000
Common stock, $1 par 22,000 19,000 3,000
Additional paid-in capital 9,000 3,000 6,000
Retained earnings 104,000 91,000 13,000
Selected incom e statement in form a tion  fo r  the year ended December 31, 1991
Sales revenue $155,000
Depreciation 33,000
Gain on sale o f equipment 13,000
Net income 28,000
A d d ition a l in fo rm a tion
• Accounts receivable relate to sales o f merchandise.
• During 1991, equipment costing $40,000 was sold for cash.
• During 1991, $20,000 o f bonds payable were issued in exchange for property, plant, and equipment. There was 
no amortization o f bond discount or premium.
Required:
Items 61 through 65 represent activities that w ill be reported in Zach’s statement o f cash flows for the year ended 
December 31, 1991. The following two responses are required for each item:
• Determine the amount that should be reported in Zach’s 1991 statement o f cash flows. To record your answer, 
write the number in the boxes on the Objective Answer Sheet and blacken the corresponding oval below each box. 
These items cannot be graded if you fail to blacken the ovals.
• Using the list below, determine the category in which the amount should be reported in the statement o f cash flows 
and blacken the corresponding oval on the Objective Answer Sheet.
0 . Operating activity
1. Investing activity 
F . Financing activity
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Example:
The following is an example o f the manner in which the Objective Answer Sheet should be marked. Zeros have 
already been marked on the Objective Answer Sheet for the ones, tens, and hundreds columns.
Item
99. Proceeds from sale o f common stock.
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99
Answ er Sheet
Cash Flow 
Category
Items to be Answered:
61. Cash collections from customers (direct method).
62. Payments for purchase o f property, plant, and equipment.
63. Proceeds from sale o f equipment.
64. Cash dividends paid.
65. Redemption o f bonds payable.
Number 4(b)
Sigma Co. began operations on January 1 , 1990. On December 31 , 1990, Sigma provided for uncollectible accounts based 
on 1% o f annual credit sales. On January 1 , 1991, Sigma changed its method o f determining its allowance for uncollect­
ible accounts by applying certain percentages to the accounts receivable aging as follows:
Days past 
in vo ice  date
0 - 3 0  
3 1 -  90 
91 -  180 
Over 180
Percent deemed 
to be uncollectib le
1
5
20
80
In addition, Sigma wrote o ff all accounts receivable that were over one year old. The following additional information 
relates to the years ended December 31, 1991, and 1990:
1991 1990
Credit sales $3,000,000 $2,800,000
Collections 2,915,000 2,400,000
Accounts written o ff 27,000 None
Recovery o f accounts previously written o ff 7,000 None
Days past invoice
date at 12/31
0 - 3 0 300,000 250,000
31 -  90 80,000 90,000
91 -  180 60,000 45,000
Over 180 25,000 15,000
Required:
a. Prepare a schedule showing the calculation o f the allowance for uncollectible accounts at December 31 , 1991.
b. Prepare a schedule showing the computation o f the provision for uncollectible accounts for the year ended 
December 31, 1991.
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Number 5 (Estimated tim e------40 to 50 minutes)
The following is the long-term liabilities section o f Tempo Co.’s December 31, 1990, balance sheet: 
Long-term liabilities:
Note payable — bank; 15 principal payments o f $5,000, plus 10% interest 
due annually on September 30 
Less current portion
Capital lease obligation — 16 payments o f $9,000 due annually on January 1 
Less current portion
Deferred income tax liability 
Total long-term liabilities
$75,000
5,000
$76,600
1,340
$ 70,000
75,260
15,750
$161,010
• Tempo’s incremental borrowing rate on the date o f the lease was 11% and the lessor’s implicit rate, which was 
known by Tempo, was 10%.
• The only difference between Tempo’s taxable income and pretax accounting income is depreciation on a machine 
acquired on January 1 , 1990, for $250,000. The machine’s estimated useful life is five years, with no salvage value. 
Depreciation is computed using the straight-line method for financial reporting purposes and the MACRS method 
for tax purposes. Depreciation expense for tax and financial reporting purposes for 1991 through 1994 is as follows:
Ta x depreciation  
over (under)
Year Tax depreciation F in a n cia l depreciation fin a n c ia l depreciation
1991 $80,000 $50,000 $30,000
1992 40,000 50,000 (10,000)
1993 35,000 50,000 (15,000)
1994 30,000 50,000 (20,000)
The enacted federal income tax rates are 30% for 1990 and 1991, and 35% for 1992 through 1994.
• Included in Tempo’s December 1990, balance sheet was a deferred tax asset o f $9,000.
• For the year ended December 31, 1991, Tempo’s income before income taxes was $430,000.
• On July 1, 1991, Tempo received proceeds o f $459,725 from a $500,000 bond issuance. The bonds mature in 30 
years and interest o f 11% is payable each January 1 and July 1. The bonds were issued at a price to yield the investors 
12%. Tempo uses the effective interest method to amortize the bond discount.
Required:
a. Prepare a schedule showing Tempo’s income before income taxes, current income tax expense, deferred income 
tax expense, and net income. Show supporting calculations for current and deferred income tax amounts.
b. Prepare a schedule showing the calculation o f Tempo’s interest expense for the year ended December 31 , 1991.
c. Prepare the long-term liabilities section o f Tempo’s December 31, 1991, balance sheet. Show supporting 
calculations.
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May 7, 1992; 1:30 P.M. to 6:00 P.M.
2
Record your 7-digit candidate 
number in the boxes.  
  CANDIDATE NUMBER  
The point values fo r  each question, and estimated time allotments based primarily on point value, are as follows;
Point Estimated Minutes
No. 1 ........
No. 2 ........
No. 3 ........
No. 4 ........
No. 5 ........
Totals .
Value Minimum Maximum
10 45 55
10 45 55
10 45 55
10 45 55
10 40 50
50 220 270
INSTRUCTIONS TO CANDIDATES
Fa il u r e  T o  Fo l l o w  T h ese  In st r u c t io n s  M a y  H a v e  A n  A d ver se  E ffe ct  O n  Y o u r  E x a m in a t io n  G r ad e
1. You must record your essay answers in numerical 
order o f the questions. I f  more than one page is 
required for an answer, write “ continued”  at the 
bottom o f the page.
2. Answer all objective items on the Objective Answer 
Sheet which is page 3 o f your Examination Answer 
Booklet. You should attempt to answer all objective 
items. There is no penalty for incorrect responses. 
Since the objective items are computer-graded, your 
comments and calculations associated with them are 
not considered and should not be submitted. Be certain 
that you have entered your answers on the Objective 
Answer Sheet before the examination time is up. The 
objective portion o f your examination will not be 
graded if  you fail to record your answers on the 
Objective Answer Sheet.
3. Support all problem-type answers with properly 
labeled and legible calculations that can be identified 
as sources o f amounts in formal schedules, entries, 
worksheets, or other answers, to show how your final 
answer was derived. Failure to enclose supporting 
calculations may result in loss o f grading points 
because it may be impossible to determine how your 
amounts were computed.
4. A  CPA is continually confronted with the necessity 
o f expressing opinions and conclusions in written 
reports in clear, unequivocal language. Although the 
primary purpose o f the examination is to test your 
knowledge and application o f the subject matter, the 
ability to organize and present such knowledge
in acceptable written language may be considered by 
the examiners.
5. Record your 7-digit candidate number in the space 
provided at the upper right-hand comer o f this page.
6. You are required to turn in separately by the end o f 
each session:
a. Attendance Record Form, front page o f 
Examination Answer Booklet;
b. Objective Answer Sheet, page 3 o f Exami­
nation Answer Booklet;
c. Remaining Portion o f Examination Answer 
Booklet;
d. Examination Question Booklet;
e. A ll unused examination materials; and
f. Prenumbered Identification Card at the last 
examination you are taking.
Your examination will not be graded unless the above 
listed items are handed in before leaving the examina­
tion room.
7. I f  you want your Examination Question Booklet 
mailed to you, write your name and address on the 
back cover, and place 52 cents postage in the space 
provided, unless otherwise instructed. Also, unless 
instructed otherwise, write your name and address 
in the return address space in the upper left-hand 
comer on the back cover. Examination Question 
Booklets will be distributed no sooner than the day 
following the administration o f this examination, 
unless instructed otherwise.
Prepared by the Board of Examiners of the American Institute of Certified Public Accountants and adopted by the 
examining boards of all states, the District of Columbia, Guam, Puerto Rico, and the Virgin Islands of the United States.
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Instructions
Questions Number 1, 2, and 3 each consist o f 20 
multiple-choice items. Select the best answer for each 
o f the items. Use a No. 2 pencil to blacken the 
appropriate ovals on the Objective Answer Sheet to 
indicate your answers. M ark on ly  one answ er fo r  
each item . A n sw er a ll item s. Your grade w ill be 
based on the total number o f correct answers.
Num ber 1 (Estim ated t im e ----- 45 to  55 m inutes)
Select the best answer for each o f the following items 
relating to a v a r ie ty  o f  fin an c ia l accounting 
problem s.
1. On March 1, 1992, Rya Corp. issued 1,000 shares 
o f its $20 par value common stock and 2,000 shares o f 
its $20 par value convertible preferred stock for a total 
o f $80,000. A t this date, Rya’s common stock was sell­
ing for $36 per share, and the convertible preferred 
stock was selling for $27 per share. What amount o f the 
proceeds should be allocated to Rya’s convertible 
preferred stock?
A. $60,000
B. $54,000
C. $48,000
D. $44,000
2. While preparing its 1991 financial statements, 
Dek Corp. discovered computational errors in its 1990 
and 1989 depreciation expense. These errors resulted 
in overstatement o f each year’s income by $25,000, net 
o f income taxes. The following amounts were reported 
in the previously issued financial statements:
Retained earnings, 1/1 
Net income
Retained earnings, 12/31
1990
$700,000
150,000
1989
$500,000
200,000
3. Bal Corp. declared a $25,000 cash dividend on 
May 8, 1991, to stockholders o f record on May 23, 
1991, payable on June 3 ,  1991. As a result o f this cash 
dividend, working capital
A . Was not affected.
B. Decreased on June 3.
C. Decreased on May 23.
D. Decreased on May 8.
4. On December 1, 1991, Nilo Corp. declared a 
property dividend o f marketable securities to be 
distributed on December 31, 1991, to stockholders o f 
record on December 15, 1991. On December 1, 1991, 
the marketable securities had a carrying amount o f 
$60,000 and a fair value o f $78,000. What is the effect 
o f this property dividend on N ilo’s 1991 retained earn­
ings, after all nominal accounts are closed?
A. $0.
B. $18,000 increase.
C. $60,000 decrease.
D. $78,000 decrease.
$850,000 $700,000
5. Ray Corp. declared a 5% stock dividend on its
10,000 issued and outstanding shares o f $2 par value 
common stock, which had a fair value o f $5 per share 
before the stock dividend was declared. This stock 
dividend was distributed 60 days after the declaration 
date. By what amount did Ray’s current liabilities 
increase as a result o f the stock dividend declaration?
A. $0
B. $ 500
C. $1,000
D. $2,500
Dek’s 1991 net income is correctly reported at $180,000. 
Which o f the following amounts should be reported as 
prior period adjustments and net income in Dek’s 1991 
and 1990 comparative financial statements?
Year
P r io r  period  
adjustm ent N et incom e
A. 1990 — $150,000
1991 ($50,000) 180,000
B. 1990 ($50,000) $150,000
1991 — 180,000
C. 1990 ($25,000) $125,000
1991 — 180,000
D. 1990 ___ $125,000
1991 — 180,000
6. The following information pertains to Meg Corp.:
• Dividends on its 1,000 shares o f 6%, $10 par value 
cumulative preferred stock have not been declared 
or paid for 3 years.
• Treasury stock that cost $15,000 was reissued for
$ 8 ,000.
What amount o f retained earnings should be appro­
priated as a result o f these items?
A . $0
B. $1,800
C. $7,000
D. $8,800
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7. The following information pertains to Lark Corp.’s 
long-term marketable equity securities portfolio:
December 31,
1991
Cost
Market value
$200,000
240,000
1990
$200,000
180,000
Differences between cost and market values are con­
sidered to be temporary. The decline in market value 
was properly accounted for at December 3 1 , 1990. By 
what amount should the contra account — unrealized 
loss on long-term marketable equity securities — 
decrease from December 31, 1990, to December 31, 
1991?
A. $60,000
B. $40,000
C. $20,000
D. $0
10. Kamy Corp. is in liquidation under Chapter 7 o f 
the Federal Bankruptcy Code. The bankruptcy trustee 
has established a new set o f books for the bankruptcy 
estate. A fter assuming custody o f the estate, the 
trustee discovered an unrecorded invoice o f $1,000 for 
machinery repairs performed before the bankruptcy 
filing. In addition, a truck with a carrying amount o f 
$20,000 was sold for $12,000 cash. This truck was 
bought and paid for in the year before the bankruptcy. 
What amount should be debited to estate equity as a 
result o f these transactions?
A. $0
B. $1,000
C. $8,000
D. $9,000
8. On July 1 , 1991, Vail Corp. issued rights to stock­
holders to subscribe to additional shares o f its common 
stock. One right was issued for each share owned. A  
stockholder could purchase one additional share for 10 
rights plus $15 cash. The rights exp ired  on 
September 30 , 1991. On July 1 , 1991, the market price 
o f a share with the right attached was $40, while the 
market price o f one right alone was $2. Vail’s stock­
holders’ equity on June 30, 1991, comprised the 
following:
Common stock, $25 par value, 4,000 
shares issued and outstanding $100,000
Additional paid-in capital 60,000
Retained earnings 80,000
By what amount should Vail’s retained earnings 
decrease as a result o f issuance o f the stock rights on 
July 1, 1991?
A. $0
B. $ 5,000
C. $ 8,000
D. $10,000
11. Yola Co. and Zaro Co. are fuel oil distributors. To 
facilitate the delivery o f oil to their customers, Yola 
and Zaro exchanged ownership o f 1,200 barrels o f oil 
without physically moving the oil. Yola paid Zaro 
$30,000 to compensate for a difference in the grade o f 
oil. On the date o f the exchange, cost and market 
values o f the oil were as follows:
Cost
Market values
Yola Co.
$100,000
120,000
Zaro Co.
$126,000
150,000
In Zaro’s income statement, what amount o f gain 
should be reported from the exchange o f the oil?
A. $0
B. $ 4,800
C. $24,000
D. $30,000
9. Wood Corp., a debtor-in-possession under Chapter 
11 o f the Federal Bankruptcy Code, granted an equity 
interest to a creditor in full settlement o f a $28,000 debt 
owed to the creditor. A t the date o f this transaction, 
the equity interest had a fair value o f $25,000. What 
amount should Wood recognize as an extraordinary 
gain on restructuring o f debt?
A. $0
B. $ 3,000
C. $25,000
D. $28,000
12. On June 3 0 , 1991, Mill Corp. incurred a $100,000 
net loss from disposal o f a business segment. Also, on 
June 30, 1991, Mill paid $40,000 for property taxes 
assessed for the calendar year 1991. What amount o f 
the foregoing items should be included in the deter­
mination o f Mill’s net income or loss for the six-month 
interim period ended June 30, 1991?
A. $140,000
B. $120,000
C. $ 90,000
D. $ 70,000
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13. The following information pertains to each unit 
o f merchandise purchased for resale by Vend Co.:
16. The following computations were made from Clay 
Co.’s 1991 books:
M arch 1, 1991 Number o f days’ sales in inventory 61
Purchase price 
Selling price
$ 8 
$12
Number o f days’ sales in trade accounts 
receivable 33
Price level index 
December 31, 1991
no What was the number o f days in Clay’s 1991 operating 
cycle?
A. 33
Replacement cost $10 B. 47
Selling price $15 C. 61
Price level index 121 D. 94
Under current cost accounting, what is the amount o f 
Vend’s holding gain on each unit o f this merchandise?
A. $0
B. $0.80
C. $1.20
D. $2.00
14. The following information pertains to Lee Corp.’s 
defined benefit pension plan for 1991:
Service cost $160,000
Actual and expected gain on plan assets 35,000
Unexpected loss on plan assets related to a 
1991 disposal o f a subsidiary 40,000
Amortization o f unrecognized prior service 
cost 5,000
Annual interest on pension obligation 50,000
What amount should Lee report as pension expense in 
its 1991 income statement?
A. $250,000
B. $220,000
C. $210,000
D. $180,000
17. The following information pertains to A li Corp. 
as o f and for the year ended December 31, 1991:
Liabilities $ 60,000
Stockholders’ equity $500,000
Shares o f common stock issued and 
outstanding 10,000
Net income $ 30,000
During 1991, A li ’s officers exercised stock options for
1,000 shares o f stock at an option price o f $8 per share. 
What was the effect o f exercising the stock options?
A. Debt to equity ratio decreased to 12%.
B. Earnings per share increased by $0.33.
C. Asset turnover increased to 5.4%.
D. No ratios were affected.
18. Zenk Co. wrote o ff obsolete inventory o f $100,000 
during 1991. What was the effect o f this w riteo ff on 
Zenk’s ratio analysis?
A . Decrease in current ratio but not in quick ratio.
B. Decrease in quick ratio but not in current ratio.
C. Increase in current ratio but not in quick ratio.
D . Increase in quick ratio but not in current ratio.
15. The following information pertains to Rik Co.’s 
two employees:
N um ber o f
Weekly weeks worked
salary in  1991Nam e
Ryan
Todd
Vacation rights  
vest o r  
accum ulate
$800
600
52
52
Yes
No
Neither Ryan nor Todd took the usual two-week vaca­
tion in 1991. In Rik’s December 31, 1991, financial 
statements, what amount o f vacation expense and 
liability should be reported?
A. $2,800
B. $1,600
C. $1,400
D. $0
19. Shea, a calendar-year taxpayer, is preparing a 
personal statement o f financial condition as o f April 30, 
1992. Shea’s 1991 income tax liability was paid in full 
on April 15, 1992. Shea’s tax on income earned from 
January through April 1992 is estimated at $30,000. In 
addition, $25,000 is estimated for income tax on the 
differences between the estimated current values o f 
Shea’s assets and the current amounts o f liabilities and 
their tax bases at April 30, 1992. No withholdings or 
payments have been made towards the 1992 income 
tax liability. In Shea’s statement o f financial condition 
at April 30, 1992, what is the total o f the amount or 
amounts that should be reported for income taxes?
A. $0
B. $25,000
C. $30,000
D. $55,000
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20. Ahm Corp. owns 90% o f Bee Corp.’s common 
stock and 80% o f Cee Corp.’s common stock. The 
remaining common shares o f Bee and Cee are owned 
by their respective employees. Bee sells exclusively to 
Cee, Cee buys exclusively from Bee, and Cee sells 
exclusively to unrelated companies. Selected 1991 
information for Bee and Cee follows:
Sales
Cost o f sales 
Beginning inventory 
Ending inventory
Bee Corp.
$130,000
100,000
None
None
Cee Corp.
$ 91,000
65,000 
None
65.000
What amount should be reported as gross profit in Bee 
and Cee’s combined income statement for the year 
ended December 31, 1991?
A. $26,000
B. $41,000
C. $47,800
D. $56,000
Num ber 2 (Estim ated t im e ----- 45 to  55 m inutes)
Select the best answer for each o f the following items 
relating to a va r ie ty  o f  n o t-fo r-p ro fit and govern ­
m ental accounting problem s.
21. Pine City’s year end is June 30. Pine levies 
property taxes in January o f each year for the calendar 
year. One-half o f the levy is due in May and one-half 
is due in October. Property tax revenue is budgeted for 
the period in which payment is due. The following 
information pertains to Pine’s property taxes for the 
period from July 1, 1990, to June 30, 1991:
22. Maple City ’ s public employee retirement system 
(PERS) reported the following account balances at 
June 30, 1991:
Reserve for employer’s contributions $5,000,000
Actuarial deficiency in reserve for 
employer’s contributions 300,000
Reserve for employees’ contributions 9,000,000
Maple’s PERS fund balance at June 30, 1991, should be
A. $ 5,000,000
B. $ 5,300,000
C. $14,000,000
D. $14,300,000
Item s 23 through 25 are based on the following:
Park City uses encumbrance accounting and formally 
integrates its budget into the general fund’s accounting 
records. For the year ending July 31 , 1992, the follow­
ing budget was adopted:
Estimated revenues $30,000,000
Appropriations 27,000,000
Estimated transfer to debt service fund 900,000
23. When Park’s budget is adopted and recorded, 
Park’s budgetary fund balance would be a
A. $3,000,000 credit balance.
B. $3,000,000 debit balance.
C. $2,100,000 credit balance.
D. $2,100,000 debit balance.
Calendar year
1990 1991
Levy
Collected in: 
May 
July 
October 
December
$ 2 ,000,000
950,000
50,000
920,000
80,000
$2,400,000
1,100,000
60,000
The $40,000 balance due for the May 1991 installments 
was expected to be collected in August 1991. What 
amount should Pine recognize for property tax revenue 
for the year ended June 30, 1991?
A. $2,160,000
B. $2,200,000
C. $2,360,000
D. $2,400,000
24. Park should record budgeted appropriations by a
A. Credit to appropriations control, $27,000,000.
B. Debit to estimated expenditures, $27,000,000.
C. Credit to appropriations control, $27,900,000.
D. Debit to estimated expenditures, $27,900,000.
25. Park incurred salaries and wages o f $800,000 for 
the month o f April 1992. What account should Park 
debit to record this $800,000?
A. Encumbrances control.
B. Salaries and wages expense control.
C. Expenditures control.
D. Operating funds control.
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26. Bell City entered into a capital lease agreement 
on December 31 , 1991, to acquire a general fixed asset. 
Under this agreement, Bell is to make three annual 
payments o f $75,000 each on principal, plus interest 
o f $22,000, $15,000, and $8,000 at the end o f 1992, 
1993, and 1994, respectively. A t the beginning o f the 
lease, what amount should be debited to expenditures 
control in Bell’s general fund?
A. $270,000
B. $225,000
C. $ 75,000
D. $0
27. Lake County received the following proceeds that 
are legally restricted to expenditure for specified 
purposes:
Levies on affected property owners to 
install sidewalks $500,000
Gasoline taxes to finance road repairs 900,000
What amount should be accounted for in Lake’s special 
revenue funds?
A. $1,400,000
B. $ 900,000
C. $ 500,000
D. $0
28. On April 1 , 1992, Oak County incurred the follow­
ing expenditures in issuing long-term bonds:
Issue costs 
Debt insurance
$400,000
90,000
When Oak establishes the accounting for operating debt 
service, what amount should be deferred and amortized 
over the life o f the bonds?
A. $0
B. $ 90,000
C. $400,000
D. $490,000
29. A t December 31, 1991, the following balances 
were due from the state government to Clare City’s 
various funds:
Capital projects 
Trust and agency 
Enterprise
$300,000
100,000
80,000
In Clare’s December 31 , 1991, combined balance sheet 
for all fund types and account groups, what amount 
should be classified under governmental funds?
A. $100,000
B. $180,000
C. $300,000
D. $480,000
30. The following transactions were among those 
reported by C liff County’s water and sewer enterprise 
fund for 1991:
Proceeds from sale o f revenue bonds $5,000,000 
Cash received from customer households 3,000,000 
Capital contributed by subdividers 1,000,000
In the water and sewer enterprise fund’s statement o f 
cash flows for the year ended December 31, 1991, what 
amount should be reported as cash flows from capital 
and related financing activities?
A. $9,000,000
B. $8,000,000
C. $6,000,000
D. $5,000,000
31. Gem City’s internal service fund received a 
residual equity transfer o f $50,000 cash from the 
general fund. Th is $50,000 transfer should be reported 
in Gem’s internal service fund as a credit to
A. Revenues.
B. Other financing sources.
C. Accounts payable.
D. Contributed capital.
32. Glen County uses governmental fund accounting 
and is the administrator o f a multiple-jurisdiction 
deferred compensation plan covering both its own 
employees and those o f other governments partici­
pating in the plan. This plan is an eligible deferred 
compensation plan under the U.S. Internal Revenue 
Code and Income Tax Regulations. Glen has legal 
access to the plan’s $40,000,000 in assets, comprising 
$2,000,000 pertaining to Glen and $38,000,000 pertain­
ing to the other participating governments. In Glen’s 
balance sheet, what amount should be reported in an 
agency fund for plan assets and as a corresponding 
liability?
A. $0
B. $ 2,000,000
C. $38,000,000
D. $40,000,000
33. The following are Boa City’s fixed assets:
Fixed assets used in proprietary fund 
activities $1,000,000
Fixed assets used in governmental-type 
trust funds 1,800,000
A ll other fixed assets 9,000,000
What aggregate amount should Boa account for in the 
general fixed assets account group?
A . $ 9,000,000
B. $10,000,000
C. $10,800,000
D. $11,800,000
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34. The following obligations were among those 
reported by Fern Village at December 31, 1991:
Vendor financing with a term o f 10 
months when incurred, in connection 
with a capital asset acquisition that is 
not part o f a long-term financing plan $ 150,000 
Long-term bonds for financing o f 
capital asset acquisition 3,000,000
Bond anticipation notes due in six 
months, issued as part o f a long-term 
financing plan for capital purposes 400,000
What aggregate amount should Fern report as general 
long-term capital debt at December 31, 1991?
A. $3,000,000
B. $3,150,000
C. $3,400,000
D. $3,550,000
35. The following funds were among those held by 
State College at December 31, 1991:
Principal specified by the donor as
A.
B.
C.
D.
$ 100,000
$300,000
$500,000
$900,000
36. Dale City is accumulating financial resources that 
are legally restricted to payments o f general long-term 
debt principal and interest maturing in future years. 
A t December 3 1 , 1991, $5,000,000 has been accumu­
lated for principal payments and $300,000 has been 
accumulated for interest payments. These restricted 
funds should be accounted for in the
Debt service General
fu n d fu n d
A. $0 $5,300,000
B. $ 300,000 $5,000,000
C. $5,000,000 $ 300,000
D. $5,300,000 $0
37. City University made a discretionary transfer o f 
$100,000 to its library fund. This transfer should be 
recorded by a debit to
A . Unrestricted current fund balance.
B. Restricted current fund balance.
C. General fund expenditures.
D. Library fund expenditures.
38. Community College had the following encum­
brances at December 31, 1991:
Outstanding purchase orders $12,000
Commitments for services not received 50,000
What amount o f these encumbrances should be 
reported as liabilities in Community’s balance sheet at 
December 31, 1991?
A. $62,000
B. $50,000
C. $12,000
D. $0
39. During 1991, Trent Hospital received $90,000 in 
third-party reimbursements for depreciation. These 
reimbursements were restricted as follows:
For replacements o f fully-depreciated 
equipment $25,000
For additions to property 65,000
What amount o f these reimbursements should Trent 
include in revenue for the year ended December 31, 
1991?
A. $0
B. $25,000
C. $65,000
D. $90,000
nonexpendable $500,000
Principal expendable after the year 2000 300,000
Principal designated from current funds 100,000
40. Environs, a community foundation, incurred 
$10,000 in management and general expenses during 
1991. In Environs’ statement o f revenue, expense, and 
changes in fund balance fo r  the year ended 
December 31 , 1991, the $10,000 should be reported as
A. A  direct reduction o f fund balance.
B. Part o f supporting services.
C. Part o f program services.
D. A  contra account to offset revenue and 
support.
Number 3 (Estimated time------45 to 55 minutes)
Select the best answer for each o f the following items 
relating to a variety of managerial accounting 
problems.
41. During the month o f March 1992, Nale Co. used 
$300,000 o f direct materials. A t March 31 , 1992, Nale’s 
direct materials inventory was $50,000 more than it 
was at March 1 ,  1992. Direct material purchases dur­
ing the month o f March 1992 amounted to
A . $0
B. $250,000
C. $300,000
D. $350,000
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42. Fab Co. manufactures textiles. Among Fab’s 1991 
manufacturing costs were the following salaries and 
wages:
Loom operators $120,000
Factory foremen 45,000
Machine mechanics 30,000
What was the amount o f Fab’s 1991 direct labor?
A. $195,000
B. $165,000
C. $150,000
D. $120,000
45. Yarn Co.’s inventories in process were at the 
following stages o f completion at April 30, 1992:
No. o f un its
100
50
200
Percent com plete
90
80
10
Equivalent units o f production amounted to
A. 150
B. 180
C. 330
D. 350
43. The following were among Gage Co.’s 1991 costs:
Normal spoilage 
Freight out
Excess o f actual manufacturing costs over 
standard costs
Standard manufacturing costs 
Actual prime manufacturing costs
$ 5,000
10,000
20,000
100,000
80,000
Gage’s 1991 actual manufacturing overhead was
A. $ 40,000
B. $ 45,000
C. $ 55,000
D. $120,000
44. Birk Co. uses a job order cost system. The follow­
ing debits (credit) appeared in Birk’s work-in-process 
account for the month o f April 1992:
46. The following direct labor information pertains to 
the manufacture o f product Glu:
Time required to make 
one unit
Number o f direct workers 
Number o f productive hours 
per week, per worker 
Weekly wages per worker 
Workers’ benefits treated as 
direct labor costs
2 direct labor hours 
50
40
$500
20% o f wages
What is the standard direct labor cost per unit o f
product Glu?
A. $30
B. $24
C. $15
D. $12
A p r il D escrip tion A m ount 47. The following information pertains to a byproduct
1 Balance $ 4,000 called Moy:
30 Direct materials 24,000
30 Direct labor 16,000 Sales in 1991 5,000 units
30 Factory overhead 12,800 Selling price per unit $6
30 To finished goods (48,000) Selling costs per unit 2
Processing costs 0
Birk applies overhead  to production  at a
predetermined rate o f 80% o f direct labor cost. Job No. 
5, the only job still in process on April 30, 1992, has 
been charged with direct labor o f $2,000. What was the 
amount o f direct materials charged to Job No. 5?
A. $ 3,000
B. $ 5,200
C. $ 8,800
D. $24,000
Inventory o f Moy was recorded at net realizable value 
when produced in 1990. No units o f Moy were produced 
in 1991. What amount should be recognized as profit 
on Moy’s 1991 sales?
A. $0
B. $10,000
C. $20,000
D. $30,000
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48. Hoyt Co. manufactured the following units:
Saleable
Unsaleable (normal spoilage) 
Unsaleable (abnormal spoilage)
5,000
200
300
Manufacturing costs totaled $99,000. What amount 
should Hoyt debit to finished goods?
A. $90,000
B. $93,600
C. $95,400
D. $99,000
49. A t the end o f Killo Co.’s first year o f operations,
1,000 units o f inventory remained on hand. Variable 
and fixed manufacturing costs per unit were $90 and 
$20, respectively. I f Killo uses absorption costing 
rather than direct (variable) costing, the result would 
be a higher pretax income o f
A. $0
B. $20,000
C. $70,000
D. $90,000
50. The following information pertains to Clove Co. 
for the year ending December 31, 1992:
$ 1,000,000
700,000
600,000 
200,000
Budgeted sales 
Breakeven sales 
Budgeted contribution margin 
Cashflow breakeven
Clove’s margin o f safety is
A. $300,000
B. $400,000
C. $500,000
D. $800,000
51. The following is a summarized income statement 
o f Carr Co.’s profit center No. 43 for March 1992:
Contribution margin $70,000
Period expenses:
Manager’s salary $20,000
Facility depreciation 8,000
Corporate expense allocation 5,000 33,000
Profit center income $37,000
Which o f the following amounts would most likely be 
subject to the control o f the profit center’s manager?
A. $70,000
B. $50,000
C. $37,000
D. $33,000
52. Following is information relating to Kew  Co.’s 
Vale Division for 1991:
Sales $500,000
Variable costs 300,000
Traceable fixed costs 50,000
Average invested capital 100,000
Imputed interest rate 6%
Vale’s residual income was
A. $144,000
B. $150,000
C. $156,000
D. $200,000
53. The following information pertains to Bala Co. for 
the year ended December 31, 1991:
Sales
Net income 
Capital investment
$600,000
100,000
400,000
Which o f the following equations should be used to 
compute Bala’s return on investment?
A. (4/6) X (6/1) =  ROI
B. (6/4) X (1/6) =  ROI
C. (4/6) X (1/6) =  ROI
D. (6/4) X (6/1) =  ROI
54. Box Co. uses regression analysis to estimate the 
functional relationship between an independent 
variable (cost driver) and overhead cost. Assume that 
the following equation is being used:
y = A + Bx
What is the symbol for the independent variable?
A. y
B. X
C. Bx
D. A
55. Kane Corp. estimates that it would incur a $100,000 
cost to prepare a bid proposal. Kane estimates also that 
there would be an 80% chance o f being awarded the 
contract if the bid is low enough to result in a net profit 
o f $250,000. What is the expected value o f the payoff?
A. $0
B. $150,000
C. $180,000
D. $220,000
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56. For the year ended December 3 1 , 1991, Abel Co. 57. Net present value
incurred direct costs o f $500,000 based on a particular A. $ 5,760
course o f action during the year. I f  a different course B. $ 6,440
o f action had been taken, direct costs would have been C. $12,200
$400,000. In addition, Abel’s 1991 fixed costs were 
$90,000. The incremental cost was
D. $13,000
A. $ 10,000 58. Payback period is
B. $ 90,000 A. 4.0 years.
C. $100,000 B. 4.4 years.
D. $190,000 C. 4.5 years.
D.
Item s 57 through 60 are based on the following:
Tam Co. is negotiating for the purchase o f equipment 
that would cost $100,000, with the expectation that 
$20,000 per year could be saved in after-tax cash costs 
if the equipment were acquired. The equipment’s 
estimated useful life is 10 years, with no residual value, 
and would be depreciated by the straight-line method. 
Tam’s predetermined minimum desired rate o f return 
is 12%. Present value o f an annuity o f 1 at 12% for 10 
periods is 5.65. Present value o f 1 due in 10 periods at 
12% is .322.
59. Accrual accounting rate o f return based on initial 
investment is
A. 30%
B. 20%
C. 12%
D. 10%
60. In estimating the internal rate o f return, the fac­
tors in the table o f present values o f an annuity should 
be taken from the columns closest to
A. 0.65
B. 1.30
C. 5.00
D. 5.65
Num ber 4 (Estim ated t im e ----- 45 to  55 m inutes)
Instructions
Question Number 4 consists o f 20 items. Select the best answer for each item. Use a No. 2 pencil to blacken the 
appropriate ovals on the Objective Answer Sheet to indicate your answers. A nsw er a ll item s. Your grade will be based 
on the total number o f correct answers.
Cole, a newly-licensed CPA, opened an office in 1991 as a sole practitioner engaged in the practice o f public 
accountancy. Cole reports on the cash basis for income tax purposes. Listed on page 13 are Cole’s 1991 business and 
nonbusiness transactions, as well as possible tax treatments.
Required:
For each o f Cole’s transactions (Items 61 through 80), select the appropriate tax treatment and blacken the cor­
responding oval on the Objective Answer Sheet. A  tax treatment may be selected once, more than once, or not at all.
Exam ple:
The following is an example o f the manner in which the answer sheet should be marked.
Item
Transactions
99. Dues paid to a local health club.
Tax Treatments 
P. Not deductible.
Answ er Sheet
Item Tax Treatments (select one)
99
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Num ber 4 (continued)
Item s to  be Answ ered :
Transactions
61. Fees received for jury duty.
62. Interest income on mortgage loan receivable.
63. Penalty paid to bank on early withdrawal o f savings.
64. Writeoffs o f uncollectible accounts receivable from 
accounting practice.
65. Cost o f attending review  course in preparation for 
the Uniform CPA Examination.
66. Fee for the biennial permit to practice as a CPA.
67. Costs o f attending CPE courses in fulfillment o f state 
board requirements.
68. Contribution to a qualified Keogh retirement plan.
69. Loss sustained from nonbusiness bad debt.
70. Loss sustained on sale o f “ Small Business Corpora­
tion”  (Section 1244) stock.
71. Taxes paid on land owned by Cole and rented out as 
a parking lot.
72. Interest paid on installment purchases o f household 
furniture.
73. Alimony paid to former spouse who reports the 
alimony as taxable income.
74. Personal medical expenses charged on credit card in 
December 1991 but not paid until January 1992.
75. Personal casualty loss sustained.
76. State inheritance tax paid on bequest received.
77. Foreign income tax withheld at source on dividend 
received.
78. Computation o f self-employment tax.
79. One-half o f self-employment tax paid with 1991 
return filed in April 1992.
80. Insurance premiums paid on Cole’s life.
Tax Treatments
A . Taxable as interest income in Schedule B — Interest 
and Dividend Income.
B. Taxable as other income on page 1 o f Form 1040.
C. Not taxable.
D. Deductible on page 1 o f Form 1040 to arrive at 
adjusted gross income.
E. Deductible in Schedule A  — Itemized Deductions, 
subject to threshold o f 7.5% o f adjusted gross 
income.
F. Deductible in Schedule A  — Itemized Deductions, 
subject to threshold o f 10% o f adjusted gross income 
and additional threshold o f $100.
G. Deductible in full in Schedule A  — Itemized Deduc­
tions (cannot be claimed as a credit).
H. Deductible in Schedule B — Interest and Dividend 
Income.
I. Deductible in Schedule C — Profit or Loss from 
Business.
J. Deductible in Schedule D — Capital Gains or Losses.
K. Deductible in Schedule E — Supplemental Income 
and Loss.
L. Deductible in Form 4797 — Sales o f Business 
Property.
M. Claimed in Form 1116 — Foreign Tax Credit, or in 
Schedule A  — Itemized Deductions, at taxpayer’s 
option.
N. Based on gross self-employment income.
O. Based on net earnings from self-employment.
P. Not deductible.
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Number 5 (Estimated time------40 to 50 minutes)
Following is Ral Corp.’s condensed income statement, 
before federal income tax, fo r the year ended 
December 31, 1991:
Sales
Cost o f sales
Gross profit
Operating expenses
Operating income
Other income (loss):
Interest $ 5,200
Dividends 19,200
Net long-term capital loss (6,400)
Income before federal income tax
A d d ition a l in form a tion :
Interest arose from the following sources:
U.S. Treasury notes $ 3,000
Municipal arbitrage bonds 2,000
Other municipal bonds ________200
Total interest $ 5,200
$ 1,000,000
700,000
300,000
220,000
80,000
18,000 
$ 98,000
Dividends arose from the following sources:
Taxable domestic 
corpora tion
Clove Corp.
Ramo Corp.
Sol Corp. (stock 
sold 1/10/92)
Real Estate 
Investment Trust 
Mutual Fund Corp. 
(capital gains 
dividends only) 
Money Market Fund 
(invests only in 
interest-paying 
securities)
Total dividends
Date stock 
acquired
7-1-85
9-1-87
12-1-91
Percent 
owned 
by R al
30.0
10.0
5.0
6-1-90 1.0
4-1-89 0.1
3-1-88 0.1
$ 7,000
6,000
1,000
2,700
400
2,100
Operating expenses include the following:
Bonus o f $5,000 paid to Ral’s sales manager on 
January 31, 1992. This bonus was based on a 
percentage o f Ral’s 1991 sales and was computed on 
January 25, 1992, under a formula in effect in 1991.
Estimate o f $10,000 for bad debts. Actual bad debts 
for the year amounted to $8,000. No pre-1987 bad 
debt reserve remained on Ral’s books since 
January 1, 1987.
Keyman life insurance premiums o f $4,000. Ral is the 
beneficiary o f the policies.
State income taxes o f $12,000.
During 1991, Ral made estimated federal income tax 
payments o f $35,000. These payments were debited to 
prepaid tax expense on Ral’s books.
Ral does not exercise significant influence over Clove 
and accordingly did not use the equity method o f 
accounting for this investment.
Ral declared and paid dividends o f $11,000 during 1991.
Corporate income tax rates are as follows:
Taxable incom e
but not
over___________ over
0 -$  50,000
50,0 0 0 - 75,000
75,0 0 0 - 100,000
100,0 0 0 - 335,000
335,0 0 0 -  .....
Pay
$ 0
7,500
13,750
22,250
113,900
% on 
+  excess
15% 
25 
34 
39 
34
O f the 
am ount 
over—
$ 0
50,000
75,000 
100,000 
335,000
$ 19,200
Ral was not subject to the alternative minimum tax in 
1991.
Required:
a. Prepare a schedule o f Ral’s 1991 taxable 
income.
b. Compute Ral’s 1991 federal income tax and 
the amount o f tax overpaid or payable.
c. Prepare a reconciliation o f Ral’s income per 
books with income per return.
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May 7, 1992; 8:30 A.M. to 12:00 Noon
Record your 7-digit candidate 
number in the boxes.  
CANDIDATE NUMBER 3
The point values fo r  each question, and estimated time allotments based primarily on point value, are as follows:
Point Estimated Minutes
Value Minimum Maximum
60 90 no
10 15 25
10 15 25
10 15 25
10 15 25
100 150 210
INSTRUCTIONS TO CANDIDATES
F a il u r e  T o  Fo l l o w  T h ese  In st r u c t io n s  M a y  H a v e  A n  A d ver se  E ffe ct  O n  Y o u r  Ex a m in a t io n  G r ad e
1. You must record your essay answers in numerical 
order o f the questions. I f  more than one page is 
required for an answer, write “ continued”  at the 
bottom o f the page.
2. Answer all objective items on the Objective Answer 
Sheet which is page 3 o f your Examination Answer 
Booklet. You should attempt to answer all objective 
items. There is no penalty for incorrect responses. 
Since the objective items are computer-graded, your 
comments and calculations associated with them are 
not considered and should not be submitted. Be certain 
that you have entered your answers on the Objective 
Answer Sheet before the examination time is up. The 
objective portion o f your examination will not be 
graded if you fail to record your answers on the 
Objective Answer Sheet.
3. A  CPA is continually confronted with the necessity 
o f expressing opinions and conclusions in written 
reports in clear, unequivocal language. Although the 
primary purpose o f the examination is to test your 
knowledge and application o f the subject matter, the 
ability to organize and present such knowledge in 
acceptable written language may be considered by the 
examiners.
4. Record your 7-digit candidate number in the space 
provided at the upper right-hand comer o f this page.
5. You are required to turn in separately by the end o f 
each session:
a. Attendance Record Form, front page o f 
Examination Answer Booklet;
b. Objective Answer Sheet, page 3 o f Exami­
nation Answer Booklet;
c. Remaining Portion o f Examination Answer 
Booklet;
d. Examination Question Booklet;
e. A ll unused examination materials; and
f. Prenumbered Identification Card at the last 
examination you are taking.
Your examination will not be graded unless the above 
listed items are handed in before leaving the examina­
tion room.
6 . I f  you want your Examination Question Booklet 
mailed to you, write your name and address on the 
back cover, and place 52 cents postage in the space 
provided, unless otherwise instructed. Also, unless 
instructed otherwise, write your name and address 
in the return address space in the upper left-hand 
comer on the back cover. Examination Question 
Booklets will be distributed no sooner than the day 
following the administration o f this examination, 
unless instructed otherwise.
Prepared by the Board of Examiners of the Am erican Institute o f Certified Public Accountants and adopted by the 
examining boards o f all states, the District o f Columbia, Guam, Puerto Rico, and the Virgin Islands of the United States.
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Num ber 1 (Estim ated t im e ----- 90 to  110 m inutes)
Instructions
Select the best answer for each o f the following items. 
Use a No. 2 pencil to blacken the appropriate ovals on 
the Objective Answer Sheet to indicate your answers. 
M ark on ly  one answ er fo r  each item . A n sw er a ll 
item s. Your grade will be based on the total number 
o f correct answers.
1. When engaged to audit a governmental entity in 
accordance with Government A ud itin g  Standards, an 
auditor prepares a written report on the internal con­
trol structure
A. In all audits, regardless o f circumstances.
B. Only when the auditor has noted reportable 
conditions.
C. Only when requested by the governmental 
entity being audited.
D. Only when requested by the federal govern­
ment funding agency.
2. When an independent CPA assists in preparing 
the financial statements o f a publicly held entity, but 
has not audited or reviewed them, the CPA should 
issue a disclaimer o f opinion. In such situations, the 
CPA has no responsibility to apply any procedures 
beyond
A. Ascerta in ing w h eth er the financia l 
statements are in conformity with generally 
accepted accounting principles.
B. Determ ining w hether management has 
elected to omit substantially all required 
disclosures.
C. Documenting that the internal control struc­
ture is not being relied on.
D. Reading the financial statements for obvious 
material misstatements.
3. When a predecessor auditor reissues the report 
on the prior period’s financial statements at the 
request o f the former client, the predecessor auditor 
should
A . Indicate in the introductory paragraph o f the 
reissued report that the financial statements 
o f the subsequent period were audited by 
another CPA.
B. Obtain an updated management representa­
tion letter and compare it to that obtained 
during the prior period audit.
C. Com pare the p rior p e r iod ’ s financial 
statements that the predecessor reported on 
with the financial statements to be presented 
for comparative purposes.
D. Add an explanatory paragraph to the 
reissued report stating that the predecessor 
has not perform ed additional auditing 
procedures concerning the prior period’s 
financial statements.
4. Clark, CPA, compiled and properly reported on 
the financial statements o f Green Co., a nonpublic 
entity, for the year ended March 31 , 1991. These finan­
cial statements omitted substantially all disclosures 
required by generally accepted accounting principles 
(GAAP). Green asked Clark to compile the statements 
for the year ended March 3 1 , 1992, and to include all 
G AAP disclosures for the 1992 statements only, but 
otherwise present both years’ financial statements in 
comparative form. What is Clark’s responsibility 
concerning the proposed engagement?
A. Clark may not report on the comparative 
financial statements because the 1991 
statements are not comparable to the 1992 
statem ents that include the G A A P  
disclosures.
B. Clark may report on the comparative finan­
cial statements provided the 1991 statements 
do n o t contain any obvious m aterial 
misstatements.
C. Clark may report on the comparative finan­
cial statements provided an explanatory 
paragraph is added to Clark’s report on the 
comparative financial statements.
D. Clark may report on the comparative finan­
cial statements provided Clark updates the 
report on the 1991 statements that do not 
include the G AAP disclosures.
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5. Which o f the following statements should not be 
included in an accountant’s standard report based on 
the compilation o f an entity’s financial statements?
A. A  statement that the compilation was per­
formed in accordance with standards estab­
lished by the American Institute o f CPAs.
B. A statement that the accountant has not 
audited or reviewed the financial statements.
C. A statement that the accountant does not 
express an opinion but expresses only limited 
assurance on the financial statements.
D. A  statement that a compilation is limited to 
presenting, in the form  o f financia l 
statements, information that is the represen­
tation o f management.
6. An accountant who had begun an audit o f the 
financial statements o f a nonpublic entity was asked 
to change the engagement to a review  because o f a 
restriction on the scope o f the audit. I f  there is 
reasonable justification for the change, the accoun­
tant’s review  report should include reference to the
A.
O rig in a l Scope lim ita tio n
B.engagement that caused the
that was agreed to changed engagement
A. Yes Yes C.
B. Yes No
C. No Yes D.
D. No No
9. An accountant’s compilation report on a financial 
forecast should include a statement that the
A. Compilation does not include evaluation o f 
the support o f the assumptions underlying 
the forecast.
B. Hypothetical assumptions used in the 
forecast are reasonable.
C. Range o f assumptions selected is one in 
which one end o f the range is less likely to 
occur than the other.
D. Prospective statements are limited to pre­
senting, in the form o f a forecast, information 
that is the accountant’s representation.
10. When engaged to audit a not-for-profit organiza­
tion in accordance w ith G overnm ent A u d itin g  
Standards, an auditor is required to prepare a written 
report on compliance with laws and regulations that 
includes
A ll material and immaterial instances o f non- 
compliance with laws and regulations.
All instances or indications o f illegal acts that 
could result in criminal prosecution.
A  description o f all material weaknesses 
noted during the engagement.
An explanation o f the inherent limitations o f 
the internal control structure.
7. When reporting on financial statements prepared 
on the same basis o f accounting used for income tax 
purposes, the auditor should include in the report a 
paragraph that
A . States that the income tax basis o f accounting 
is a comprehensive basis o f accounting other 
than generally accepted accounting principles.
B. Justifies the use o f the income tax basis o f 
accounting.
C. Emphasizes that the financial statements are 
not intended to have been audited in accor­
dance with generally accepted auditing 
standards.
D. Refers to the authoritative pronouncements 
that explain the income tax basis o f account­
ing being used.
8. When an accountant issues to an underwriter a 
comfort letter containing comments on data that have 
not been audited, the underwriter most likely will 
receive
A. Negative assurance on capsule information.
B. Pos itive  assurance on supplem entary 
disclosures.
C. A  limited opinion on “ pro forma’ ’ financial 
statements.
D. A  disclaimer on prospective financial 
statements.
11. An auditor’s responsibility to express an opinion 
on the financial statements is
A . Implicitly represented in the auditor’s stan­
dard report.
B. Explicitly  represented in the opening 
paragraph o f the auditor’s standard report.
C. Explicitly represented in the scope paragraph 
o f the auditor’s standard report.
D. E xp lic itly  represented in the opinion 
paragraph o f the auditor’s standard report.
12. Wilson, CPA, completed the field work o f the 
audit o f  A b co ’s December 31, 1991, financial 
statements on March 6, 1992. A  subsequent event 
requiring adjustment to the 1991 financial statements 
occurred on April 10, 1992, and came to Wilson’s 
attention on April 2 4 , 1992. I f  the adjustment is made 
without disclosure o f the event, Wilson’s report 
ordinarily should be dated
A. March 6, 1992.
B. April 10, 1992.
C. April 24, 1992.
D. Using dual dating.
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13. “ There have been no communications from 
regulatory agencies concerning noncompliance with, 
or deficiencies in, financial reporting practices that 
could have a material e ffe c t on the financial 
statements.’ ’ The foregoing passage is most likely 
from a
A. Special report.
B. Management representation letter.
C. Letter for an underwriter.
D. Report on internal controls.
14. What is an auditor’s responsibility for supplemen­
tary information required by the GASB that is placed 
outside the basic financial statements?
A. Label the information as unaudited and 
expand the auditor’s report to include a 
disclaimer on the information.
B. Add an explanatory paragraph to the 
auditor’s report and refer to the information 
as “ required supplementary information.’ ’
C. Apply limited procedures to the information 
and report deficiencies in, or the omission of, 
the information.
D. Audit the required supplementary informa­
tion in accordance with generally accepted 
governmental auditing standards.
15. Should an auditor communicate the following 
matters to an audit committee o f a public entity?
Significant audit 
adjustments recorded 
by the entity
A. Yes
B. Yes
C. No
D. No
Management’s 
consultation with 
other accountants 
about significant 
accounting matters
Yes
No
Yes
No
16. Which o f the following statements is generally 
correct about the competence o f evidential matter?
A . The more effective the internal control struc­
ture, the more assurance it provides about 
the reliability o f the accounting data and 
financial statements.
B. Competence o f evidential matter refers to 
the amount o f corroborative evidence 
obtained.
C. In form ation  obtained in d irectly  from  
independent outside sources is m ore 
persuasive than the auditor’s direct personal 
knowledge obtained through observation 
and inspection.
D. Competence o f evidential matter refers to 
the audit evidence obtained from outside the 
entity.
17. Which o f the following audit procedures probably 
would provide the most reliable evidence concerning 
the entity’s assertion o f rights and obligations related 
to inventories?
A. Trace test counts noted during the entity’s 
physical count to the entity’s summarization 
o f quantities.
B. Inspect agreements to determine whether 
any inventory is pledged as collateral or sub­
ject to any liens.
C. Select the last few  shipping advices used 
before the physical count and determine 
whether the shipments were recorded as sales.
D. Inspect the open purchase order file for 
significant commitments that should be con­
sidered for disclosure.
18. During an audit o f an entity’s stockholders’ equity 
accounts, the auditor determines whether there are 
restrictions on retained earnings resulting from loans, 
agreements, or state law. This audit procedure most 
likely is intended to verify  management’s assertion o f
A. Existence or occurrence.
B. Completeness.
C. Valuation or allocation.
D. Presentation and disclosure.
19. Which o f the following most likely would give the 
most assurance concerning the valuation assertion o f 
accounts receivable?
A. Tracing amounts in the subsidiary ledger to 
details on shipping documents.
B. Comparing receivable turnover ratios to 
industry statistics for reasonableness.
C. Inquiring about receivables pledged under 
loan agreements.
D. Assessing the allowance for uncollectible 
accounts for reasonableness.
20. Which o f the following tends to be most pre­
dictable for purposes o f analytical procedures applied 
as substantive tests?
A . Relationships involving balance sheet accounts.
B. Transactions subject to management discretion.
C. Relationships involving income statement 
accounts.
D . Data subject to audit testing in the prior year.
21. How does the Securities Act o f 1933, which 
imposes civil liability on auditors for misrepresenta­
tions or omissions o f material facts in a registration 
statement, expand auditors’ liability to purchasers o f 
securities beyond that o f common law?
A . Purchasers only have to prove loss caused by 
reliance on audited financial statements.
B. Privity with purchasers is not a necessary 
element o f proof.
C. Purchasers have to prove either fraud or 
gross negligence as a basis fo r recovery.
D. Auditors are held to a standard o f care 
described as “ professional skepticism.’ ’
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22. When using the work o f a specialist, an auditor 
may refer to and identify the specialist in the auditor’s 
report i f  the
A. Auditor expresses a qualified opinion as a 
result o f the specialist’s findings.
B. Specialist is not independent o f the client.
C. Auditor wishes to indicate a division o f 
responsibility.
D. Specialist’s work provides the auditor greater 
assurance o f reliability.
23. An auditor should request that an audit client 
send a letter o f inquiry to those attorneys who have 
been consulted concerning litigation, claims, or 
assessments. The primary reason for this request is to 
provide
A . The opinion o f a specialist as to whether loss 
contingencies are possible, probable, or 
remote.
B. A  description o f litigation, claims, and 
assessments that have a reasonable 
possibility o f unfavorable outcomes.
C. An objective appraisal o f management’s 
policies and procedures adopted for identify­
ing and evaluating legal matters.
D. The corroboration o f the in form ation 
furnished by management concerning litiga­
tion, claims, and assessments.
24. Which o f the following statements ordinarily is 
correct concerning the content o f working papers?
A. Whenever possible, the auditor’s staff should 
prepare schedules and analyses rather than 
the entity’s employees.
B. It is preferable to have negative figures 
indicated in red figures instead o f parentheses 
to emphasize amounts being subtracted.
C. It is appropriate to use calculator tapes with 
names or explanations on the tapes rather 
than writing separate lists onto working 
papers.
D. The analysis o f asset accounts and their 
related expense or income accounts should 
not appear on the same working paper.
25. Which o f the following most likely would be 
detected by an auditor’s review  o f a client’s sales 
cut-off?
A. Shipments lacking sales invoices and ship­
ping documents.
B. Excessive write-offs o f accounts receivable.
C. Unrecorded sales at year end.
D. Lapping o f year-end accounts receivable.
Item s 26 and 27 are based on the following:
The information below was taken from the bank transfer schedule prepared during the audit o f Fox Co.’s financial 
statements for the year ended December 31, 1991. Assume all checks are dated and issued on December 30, 1991.
Bank Accounts
Disbursem ent
Date Receipt Date
Check
No. F rom To
P e r
Books
P er
Bank
P er
Books
P er
Bank
101 National Federal Dec. 30 Jan. 4 Dec. 30 Jan. 3
202 County State Jan. 3 Jan. 2 Dec. 30 Dec. 31
303 Federal American Dec. 31 Jan. 3 Jan. 2 Jan. 2
404 State Republic Jan. 2 Jan. 2 Jan. 2 Dec. 31
26. Which o f the following checks might indicate 
kiting?
A. #101 and #303.
B. #202 and #404.
C. #101 and #404.
D. #202 and #303.
27. Which o f the fo llow in g  checks illustrate 
deposits/transfers in transit at December 31, 1991?
A. #101 and #202.
B. #101 and #303.
C. #202 and #404.
D. #303 and #404.
31
Examination Questions — May 1992
28. Which o f the following documentation is not 
required for an audit in accordance with generally 
accepted auditing standards?
A. A  client engagement letter that summarizes 
the timing and details o f the auditor’s 
planned field work.
B. The basis for the auditor’s conclusions when 
the assessed level o f control risk is below the 
maximum level.
C. A  written audit program setting forth the 
procedures necessary to accomplish the 
audit’s objectives.
D. An indication that the accounting records 
agree or reconcile w ith  the financial 
statements.
29. Which o f the following sampling methods would 
be used to estimate a numerical measurement o f a 
population, such as a dollar value?
A. Discovery sampling.
B. Numerical sampling.
C. Sampling for attributes.
D. Sampling for variables.
30. In a probability-proportional-to-size sample with 
a sampling interval o f $5,000, an auditor discovered 
that a selected account receivable with a recorded 
amount o f $10,000 had an audit amount o f $8,000. If 
this were the only error discovered by the auditor, the 
projected error o f this sample would be
A. $1,000
B. $2,000
C. $4,000
D. $5,000
31. When auditing related party transactions, an 
auditor places primary emphasis on
A. Confirming the existence o f the related 
parties.
B. Verifying the valuation o f the related party 
transactions.
C. Evaluating the disclosure o f the related party 
transactions.
D. Ascertaining the rights and obligations o f tile 
related parties.
32. In an audit in accordance with Governm ent 
A u d itin g  Standards an auditor is required to report on 
the auditor’s tests o f the entity’s compliance with 
applicable laws and regulations. This requirement is 
satisfied by designing the audit to provide
A. Positive assurance that the internal control 
policies and procedures tested by the auditor 
are operating as prescribed.
B. Reasonable assurance o f detecting misstate­
ments that are material to the financial 
statements.
C. Negative assurance that reportable condi­
tions communicated during the audit do not 
prevent the auditor from expressing an 
opinion.
D. Limited assurance that the internal control 
structure designed by management w ill pre­
vent or detect errors, irregularities, and 
illegal acts.
33. An auditor concludes that a substantive auditing 
procedure considered necessary during the prior 
period’s audit was omitted. Which o f the following fac­
tors would most likely cause the auditor promptly to 
apply the omitted procedure?
A. There are no a lte rn a tive  procedures 
available to provide the same evidence as the 
omitted procedure.
B. The omission o f the procedure impairs the 
auditor’s present ability to support the 
previously expressed opinion.
C. The source documents needed to perform the 
omitted procedure are still available.
D. The auditor’s opinion on the prior period’s 
financial statements was unqualified.
34. Which o f the following procedures is usually 
performed by the accountant in a review  engagement 
o f a nonpublic entity?
A. Sending a letter o f inquiry to the entity’s 
lawyer.
B. Comparing the financial statements with 
statements for comparable prior periods.
C. Confirming a significant percentage o f 
receivables by direct communication with 
debtors.
D. Com m unicating reportab le conditions 
discovered during the study o f the internal 
control structure.
35. Which o f the following procedures is more likely 
to be performed in a review engagement o f a nonpublic 
entity than in a compilation engagement?
A. Gaining an understanding o f the entity’s 
business transactions.
B. Making a preliminary assessment o f control 
risk.
C. Obtaining a representation letter from the 
chief executive officer.
D. Assisting the entity in adj usting the account­
ing records.
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36. An auditor anticipates assessing control risk at a 
low level in a computerized environment. Under these 
circumstances, on which o f the following procedures 
would the auditor initially focus?
A . Programmed control procedures.
B. Application control procedures.
C. Output control procedures.
D. General control procedures.
37. When an auditor increases the planned assessed 
level o f control risk because certain control procedures 
were determined to be ineffective, the auditor would 
most likely increase the
A. Extent o f tests o f details.
B. Level o f inherent risk.
C. Extent o f tests o f controls.
D. Level o f detection risk.
38. For certain controls, such as segregation o f duties, 
documentary evidence may not exist. An auditor 
would most likely test the procedures by
A. Reperformance and corroboration.
B. Observation and inquiry.
C. Inspection and vouching.
D. Confirmation and recomputation.
39. The diagram below  depicts the aud itor’s 
estimated maximum deviation rate compared with the 
tolerable rate, and also depicts the true population 
deviation rate compared with the tolerable rate.
A u d ito r’s 
estimate 
based on 
sample results
Maximum 
deviation rate 
is less than 
tolerable rate
Maximum 
deviation rate 
exceeds 
tolerable rate
True state o f population
Deviation rate 
is less than 
tolerable rate
Deviation rate 
exceeds 
tolerable rate
I. III.
II. IV.
As a result o f tests o f controls, the auditor assesses 
control risk higher than necessary and thereby 
increases substantive testing. This is illustrated by 
situation
A. I.
B. II.
C. III.
D. IV.
40. As part o f understanding the internal control 
structure, an auditor is not required to
A. Consider factors that affect the risk o f 
material misstatement.
B. Ascertain whether internal control structure 
policies and procedures have been placed in 
operation.
C. Identify the types o f potential misstatements 
that can occur.
D . Obtain knowledge about the operating effec­
tiveness o f the internal control structure.
41. The primary objective o f procedures performed 
to obtain an understanding o f the internal control 
structure is to provide an auditor with
A. A  basis for modifying tests o f controls.
B. An evaluation o f the consistency o f applica­
tion o f management’s policies.
C. Knowledge necessary for audit planning.
D. Evidential matter to use in assessing inherent 
risk.
42. Which o f the following is not a step in an auditor’s 
decision to assess control risk at below the maximum?
A. Evaluate the effectiveness o f the internal 
control procedures with tests o f controls.
B. Obtain an understanding o f the entity’s 
accounting system and control environment.
C. Perform tests o f details o f transactions to 
detect material misstatements in the finan­
cial statements.
D. Consider whether control procedures can 
have a pervasive effect on financial state­
ment assertions.
43. In an audit o f financial statements in accordance 
with generally accepted auditing standards, an auditor 
is required to
A . Perform tests o f controls to evaluate the effec­
tiveness o f the entity’s accounting system.
B. Determine whether control procedures are 
suitably designed to prevent or detect 
material misstatements.
C. Document the auditor’s understanding o f the 
entity’s internal control structure.
D. Search for significant deficiencies in the 
operation o f the internal control structure.
44. Tracing bills o f lading to sales invoices provides 
evidence that
A. Shipments to customers were recorded as 
sales.
B. Recorded sales were shipped.
C. Invoiced sales were shipped.
D. Shipments to customers were invoiced.
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45. Which o f the following controls most likely would 
be effective in offsetting the tendency o f sales 
personnel to maximize sales volume at the expense o f 
high bad debt write-offs?
A . Employees responsible for authorizing sales 
and bad debt write-offs are denied access to 
cash.
B. Shipping documents and sales invoices are 
matched by an employee who does not have 
authority to write o f f  bad debts.
C. Employees involved in the credit-granting 
function are separated from  the sales 
function.
D. Subsidiary accounts receivable records are 
reconciled to the control account by an 
employee independent o f the authorization 
o f credit.
46. Which o f the following questions would most 
likely be included in an internal control questionnaire 
concerning the completeness assertion for purchases?
A. Is an authorized purchase order required 
before the receiving department can accept 
a shipment or the vouchers payable depart­
ment can record a voucher?
B. Are purchase requisitions prenumbered and 
independently matched with vendor invoices?
C. Is the unpaid voucher file  periodically 
reconciled with inventory records by an 
employee who does not have access to pur­
chase requisitions?
D. Are purchase orders, receiving reports, and 
vouchers prenumbered and periodically 
accounted for?
47. Periodic or cycle counts o f selected inventory 
items are made at various times during the year rather 
than a single inventory count at year end. Which o f the 
following is necessary if  the auditor plans to observe 
inventories at interim dates?
A . Complete recounts by independent teams are 
performed.
B. Perpetual inventory records are maintained.
C . Unit cost records are integrated with produc­
tion accounting records.
D. Inventory balances are rarely at low levels.
48. Which o f the fo llowing control procedures most 
likely would assist in reducing control risk related to 
the existence or occurrence o f manufacturing 
transactions?
A. Perpetual inventory records are indepen­
dently compared with goods on hand.
B. Forms used for direct material requisitions 
are prenumbered and accounted for.
C. Finished goods are stored in locked limited- 
access warehouses.
D. Subsidiary ledgers are periodically reconciled 
with inventory control accounts.
49.  In meeting the control objective o f safeguarding 
o f assets, which department should be responsible for
D is trib u tion Custody o f
o f paychecks uncla im ed paychecks
A. Treasurer Treasurer
B. Payroll Treasurer
C. Treasurer Payroll
D. Payroll Payroll
50. Reportable conditions are matters that come to an 
auditor’s attention that should be communicated to an 
entity’s audit committee because they represent
A. Manipulation or falsification o f accounting 
records or documents from which financial 
statements are prepared.
B. Disclosures o f information that significantly 
contradict the auditor’s going concern 
assumption.
C. M ateria l irregu larities or illega l acts 
perpetrated by high-level management.
D. Significant deficiencies in the design or 
operation o f the internal control structure.
51. Which o f the following statements concerning an 
auditor’s communication o f reportable conditions is 
correct?
A. The auditor should request a meeting with 
management one level above the source o f 
the reportable conditions to discuss sugges­
tions for remedial action.
B. Any report issued on reportable conditions 
should indicate that providing assurance on 
the internal control structure was not the 
purpose o f the audit.
C. Reportable conditions d iscovered  and 
communicated at an interim date should be 
reexamined with tests o f controls before 
completing the engagement.
D. Suggestions concerning administration 
efficiencies and business strategies should 
not be communicated in the same report 
w ith reportable conditions.
52. An accountant’s report expressing an opinion on 
an entity’s internal controls should state that
A . Only those controls on which the accountant 
intends to rely were reviewed, tested, and 
evaluated.
B. The establishment and maintenance o f the 
internal controls is the responsibility o f 
management.
C. The study and evaluation o f the internal con­
trols was conducted in accordance with 
generally accepted auditing standards.
D. Distribution o f the report is restricted for use 
only by management and the board o f 
directors.
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53. Which o f the following statements is correct 
concerning statistical sampling in tests o f controls?
A. Deviations from control procedures at a 
given rate usually result in misstatements at
A.
a higher rate. B.
B. As the population size doubles, the sample 
size should also double. C.
C. The qualitative aspects o f deviations are not 
considered by the auditor. D.
D. There is an inverse relationship between the 
sample size and the tolerable rate.
57. Inherent risk and control risk differ from detec­
tion risk in that inherent risk and control risk are
Elements o f audit risk while detection risk is 
not.
Changed at the auditor’s discretion while 
detection risk is not.
Considered at the individual account-balance 
level while detection risk is not.
Functions o f the client and its environment 
while detection risk is not.
54. What is an auditor’s evaluation o f a statistical 
sample for attributes when a test o f 50 documents 
results in 3 deviations if  tolerable rate is 7%, the 
expected population deviation rate is 5%, and the 
allowance for sampling risk is 2%.
A . Modify the planned assessed level o f control 
risk because the tolerable rate plus the 
allowance for sampling risk exceeds the 
expected population deviation rate.
B. Accept the sample results as support for the 
planned assessed level o f control risk because 
the sample deviation rate plus the allowance 
for sampling risk exceeds the tolerable rate.
C. Accept the sample results as support for the 
planned assessed level o f control risk because 
the tolerable rate less the allowance for 
sampling risk equals the expected population 
deviation rate.
D. Modify the planned assessed level o f control 
risk because the sample deviation rate plus 
the allowance for sampling risk exceeds the 
tolerable rate.
55. Decision tables differ from program flowcharts in 
that decision tables emphasize
A . Ease o f manageability for complex programs.
B. Logical relationships among conditions and 
actions.
C. Cost benefit factors justifying the program.
D. The sequence in which operations are 
performed.
56. Must a CPA in public practice be independent in 
fact and appearance when providing the following 
services?
C om pila tion
o f personal P repara tion
A.
B.
C.
D.
fin a n c ia l
statements
No
No
Yes
No
o f a
tax re tu rn  
No 
No 
No 
Yes
C om pila tion  
o f a
fin a n c ia l
forecast
No
Yes
No
No
58. Analytical procedures used in planning an audit 
should focus on
A. Identifying possible scope limitations and 
gathering evidence in assessing control risk 
environmental factors.
B. Enhancing the understanding o f the entity’s 
business and the transactions and events that 
have occurred since the last audit.
C. Aggregating data at a low  level and substan­
tiating management’s assertions that are 
embodied in the financial statements.
D. Discovering material weaknesses in the 
internal control structure and reporting them 
to the entity’s management for corrective 
action.
59. What assurance does the auditor provide that 
errors, irregularities, and direct effect illegal acts that 
are material to the financial statements w ill be 
detected?
A.
B.
C.
D.
E rrors
Limited
Limited
Reasonable
Reasonable
Irregu la rities
Negative
Limited
Limited
Reasonable
D irect effect 
illeg a l acts 
Limited 
Reasonable 
Limited 
Reasonable
60. An attestation engagement is one in which a CPA 
is engaged to
A. Issue a written communication expressing a 
conclusion about the reliability o f a written 
assertion that is the responsibility o f another 
party.
B. Provide tax advice or prepare a tax return 
based on financial information the CPA has 
not audited or reviewed.
C. Testify as an expert witness in accounting, 
auditing, or tax matters, given certain 
stipulated facts.
D. Assemble prospective financial statements 
based on the assumptions o f the entity’s 
m anagem ent w ithout expressing any 
assurance.
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Num ber 2 (Estim ated t im e ----- 15 to  25 m inutes)
Instructions
Question Num ber 2 consists o f 7 items. Select the best answer for each item. Use a No. 2 pencil to blacken the 
appropriate ovals on the Objective Answer Sheet to indicate your answers. A n sw er a ll item s. Your grade w ill be based 
on the total number o f correct answers.
Required:
Items 61 through 67 present various independent factual situations an auditor might encounter in conducting an 
audit. List A  represents the types o f opinions the auditor ordinarily would issue and List B represents the report modifica­
tions (if any) that would be necessary. For each situation, select one response from List A  and one from List B and blacken 
the corresponding ovals on the Objective Answer Sheet. Select as the best answer for each item, the action the auditor 
normally would take. The types o f opinions in List A  and the report modifications in List B may be selected once,more 
than once, or not at all.
Assume:
• The auditor is independent.
• The auditor previously expressed an unqualified opinion on the prior year’s financial statements.
• Only single-year (not comparative) statements are presented for the current year.
• The conditions for an unqualified opinion exist unless contradicted in the factual situations.
• The conditions stated in the factual situations are material.
• No report modifications are to be made except in response to the factual situation.
Exam ple:
The following is an example o f the manner in which the answer sheet should be marked.
Item
99. The financial statements present fairly, in all material respects, the financial position, results o f operations, and 
cash flows in conformity with generally accepted accounting principles.
Answ er Sheet
Examination Questions —  May 1992
L ist A L ist B
Item Types of Opinions (select one) Report Modifications (select one)
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Item s to  be Answ ered :
61. In auditing the long-term investments account, an auditor is unable to obtain audited financial statements for an 
investee located in a foreign country. The auditor concludes that sufficient competent evidential matter regarding this 
investment cannot be obtained.
62. Due to recurring operating losses and working capital deficiencies, an auditor has substantial doubt about an entity’s 
ability to continue as a going concern for a reasonable period o f time. However, the financial statement disclosures 
concerning these matters are adequate.
63. A  principal auditor decides to take responsibility for the work o f another CPA who audited a wholly-owned 
subsidiary o f the entity and issued an unqualified opinion. The total assets and revenues o f the subsidiary represent 
17% and 18%, respectively, o f the total assets and revenues o f the entity being audited.
64. An entity issues financial statements that present financial position and results o f operations but omits the related 
statement o f cash flows. Management discloses in the notes to the financial statements that it does not believe the state­
ment o f cash flows to be a useful financial statement.
65. An entity changes its depreciation method for production equipment from the straight-line to a units-of-production 
method based on hours o f utilization. The auditor concurs with the change although it has a material effect on the 
comparability o f the entity’s financial statements.
66. An entity is a defendant in a lawsuit alleging infringement o f certain patent rights. However, the ultimate out­
come o f the litigation cannot be reasonably estimated by management. The auditor believes there is a reasonable 
possibility o f a significantly material loss, but the lawsuit is adequately disclosed in the notes to the financial statements.
67. An entity discloses in the notes to the financial statements certain lease obligations. The auditor believes that the 
failure to capitalize these leases is a departure from generally accepted accounting principles.
Number 2 (continued)
L is t A L i s t  B
Types o f  Opinions R eport M od ifications
A. An “ except fo r ’ ’ qualified opinion
B. An unqualified opinion
C. An adverse opinion
D. A  disclaimer o f opinion
E. Either an “ except fo r ’ ’ qualified opinion or an 
adverse opinion
F. Either a disclaimer o f opinion or an “ except fo r ’ ’ 
qualified opinion
G. Either an adverse opinion or a disclaimer o f opinion
J.
K.
H. Describe the circumstances in an explanatory 
paragraph preced in g  the opinion paragraph 
w ithout m od ify ing  the three standard paragraphs.
I. Describe the circumstances in an explanatory 
paragraph follo wing the opinion paragraph w ithout 
m od ify ing  the three standard paragraphs. 
Describe the circumstances in an explanatory 
paragraph preceding the opinion paragraph and 
m odify  the op in ion  paragraph.
Describe the circumstances in an explanatory 
paragraph fo llow in g  the opinion paragraph and 
m odify  the op in ion  paragraph.
L. Describe the circumstances in an explanatory 
paragraph preceding  the opinion paragraph and 
m odify  the scope and op in ion  paragraphs.
M. Describe the circumstances in an explanatory 
paragraph fo llow in g  the opinion paragraph and 
m odify  the scope and op in ion  paragraphs.
N. Describe the circumstances within the scope 
paragraph without adding an explanatory paragraph.
O. Describe the circumstances within the op in ion  
paragraph without adding an explanatory paragraph.
P. Describe the circumstances within the scope and 
op in ion  paragraphs without adding an explanatory 
paragraph.
Q. Issue the standard  auditor’s report w ithou t 
m od ifica tion .
37
Examination Questions —  May 1992
Harris, CPA, has accepted an engagement to audit the 
financial statements o f Grant Manufacturing Co., a 
new client. Grant has an adequate control environ­
ment and a reasonable segregation o f duties. Harris is 
about to assess control risk for the assertions related 
to Grant’s property and equipment.
Required:
Describe the key internal control structure policies 
and procedures related to Grant’s property, equip­
ment, and related transactions (additions, transfers, 
major maintenance and repairs, retirements, and 
dispositions) that Harris may consider in assessing con­
trol risk.
Number 3 (Estimated time------15 to 25 minutes)
Brown, CPA, is auditing the financial statements o f 
Big Z Wholesaling, Inc., a continuing audit client, for 
the year ended January 3 1 , 1992. On January 5 ,  1992, 
Brown observed the tagging and counting o f Big Z’s 
physical inventory and made appropriate test counts. 
These test counts have been recorded on a computer 
file. As in prior years, Big Z gave Brown two computer 
files. One file represents the perpetual inventory 
(FIFO) records for the year ended January 31, 1992. 
The other file represents the January 5 physical Inven­
tory count.
Assume:
• Brown issued an unqualified opinion on the prior 
year’s financial statements.
• A ll inventory is purchased for resale and located 
in a single warehouse.
• Brown has appropriate computerized audit 
software.
• The perpetual inventory file contains the fo llow ­
ing information in item number sequence:
• Beginning balances at February 1, 1991: Item 
number, item description, total quantity, and 
prices.
• For each item purchased during the year: Date 
received, receiving report number, vendor, 
item number, item description, quantity, and 
total dollar amount.
• For each item sold during the year: Date 
shipped, invoice number, item number, item 
description, quantity shipped, and dollar 
amount o f the cost removed from inventory.
• For each item adjusted for physical inventory 
count differences: Date, item number, item 
description, quantity, and dollar amount.
• The physical inventory file contains the following 
information in item number sequence: Tag 
number, item number, item description, and count 
quantity.
Required:
Describe the substantive auditing procedures 
Brown may consider performing with computerized 
audit software using Big Z’s two computer files and 
Brown’s computer file o f test counts. The substantive 
auditing procedures described may indicate the reports 
to be printed out for Brown’s fo llow-up by subsequent 
application o f manual procedures. Do not describe 
subsequent manual auditing procedures.
Group the procedures by those using a) the 
perpetual inventory file and b) the physical inventory 
and test count files.
Number 4 (Estimated time------15 to 25 minutes)
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The following Accounts Receivable — Confirmation Statistics working paper (indexed B-3) was prepared by an audit 
assistant during the calendar year 1991 audit o f Lewis County Water Co., Inc., a continuing audit client. The engage­
ment supervisor is reviewing the working papers.
Auditing
Number 5 (Estim ated t im e ----- 15 to  25 m inutes)
Lew is County W ater Co., Inc.
ACCOUNTS RECEIVABLE — CO NFIRM ATIO N  STATISTICS
12/31/91
Index B-3
Confirmation Requests 
Positives
Accounts Dollars
Num ber Percent Am ount Percent
54 2.7% $ 260,000 13.0%
Negatives 140 7.0% 20,000 10.0%
Total sent 194 9.7% 280,000 23.0%
Accounts selected/client asked us not to confirm 6 0.3%
Total selected for testing 200 10.0%
Total accounts receivable at 12/31/91, confirm date 2,000 100.0% $2,000,000 100.0%
RESULTS
Replies received through 2/25/92
Positives — no exception 44 C 2.2% 180,000 9.0%
Negatives — did not reply or replied “ no exception” 120 C 6.0% 16,000 .8%
Total confirmed without exception 164 8.2% 196,000 9.8%
Differences reported and resolved, no adjustment
Positives 6 Ø .3% 30,000 1.5%
Negatives 12 .6% 2,000 .1%
Total 18 ‡ .9% 32,000 1.6%
Differences found to be potential adjustments
Positives 2 CX .1% 10,000 .5%
Negatives 8 CX .4% 2,000 .1%
Total — .6% adjustment, immaterial 10 .5% 12,000 .6%
Accounts selected/client asked us not to confirm 6 .3%
Tickmark Legend
  Agreed to accounts receivable subsidiary ledger
  Agreed to general ledger and lead schedule 
Ø Ø Includes one related party transaction 
C Confirmed without exception, W/P B-4 
CX Confirmed with exception, W/P B-5
Overall conclusion — The potential adjustment o f $12,000 or .6% is below materiality threshold; therefore, the accounts 
receivable balance is fairly stated.
Required: Describe the deficiencies in the working paper that the engagement supervisor should discover. Assume that
the accounts were selected for confirmation on the basis o f a sample that was properly planned and documented on work­
ing paper B-2.
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BUSINESS LAW
May 8, 1992; 8:30 A.M. to 12:00 Noon
Record your 7-digit candidate 
number in the boxes.  
  CANDIDATE NUMBER  
1
The point values for each question, and estimated time allotments based primarily on point value, are as follows:
Point
N o . 1 
N o . 2 
N o . 3 
N o . 4 
N o . 5
Estimated Minutes
Value Minimum Maximum
60 110 130
10 15 20
10 15 20
10 15 20
10 15 20
100 170 210
INSTRUCTIONS TO CANDIDATES
Failure  T o Follow  These I nstructions M ay Have An Adverse Effect On Your Exa m in a tio n  Grade
1. Y ou  must record your essay answers in numerical 
order o f  the questions. I f  m ore than one page is 
required fo r an answer, w rite “ continued”  at the 
bottom o f  the page.
2. A nsw er all objective items on the O bjective Answ er 
Sheet which is page 3 o f  your Examination Answ er 
Booklet. You  should attempt to answer all ob jective 
items. There is no penalty fo r  incorrect responses. 
Since the objective items are computer-graded , your 
comments and calculations associated with them are 
not considered and should not be submitted. Be certain 
that you have entered your answers on the O bjective 
Answer Sheet before the examination time is up. The 
objective portion o f  your examination w ill not be 
graded i f  you fa il to record your answers on the 
O bjective A nsw er Sheet.
3. A  C P A  is continually confronted with the necessity 
o f  expressing opinions and conclusions in written 
reports in clear, unequivocal language. Although the 
prim ary purpose o f  the examination is to test your 
know ledge and application o f  the subject matter, the 
ability to organize and present such know ledge in 
acceptable written language may be considered by the 
examiners.
4. Record your 7-digit candidate number in the space 
provided at the upper right-hand com er o f  this page.
Prepared by the Board of Examiners of the American Institute of Certified Public Accountants and adopted by the 
examining boards of all states, the District of Columbia, Guam, Puerto Rico, and the Virgin Islands of the United States.
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5. Y ou  are required to turn in separately by the end o f  
each session:
a. Attendance Record Form , front page o f  
Examination Answ er Booklet;
b. O bjective A nsw er Sheet, page 3 o f  Exam i­
nation A nsw er Booklet;
c. Rem aining Portion o f  Examination Answ er 
Booklet;
d. Examination  Question Booklet;
e. A l l  unused examination materials; and
f. Prenumbered Identification Card at the last 
examination you are taking.
You r examination w ill not be graded unless the above 
listed items are handed in before leaving the examina­
tion room.
6. I f  you want your Examination Question Booklet 
mailed to you, write your name and address on the 
back cover, and place 52 cents postage in the space 
provided, unless otherwise instructed. A lso , unless 
instructed otherwise, w rite your name and address 
in the return address space in the upper left-hand 
com er on the back cover. Examination Question 
Booklets w ill be distributed no sooner than the day 
fo llow in g  the administration o f  this examination, 
unless instructed otherwise.
L
Totals
Examination Questions —  May 1992
Instructions
Select the best answer for each o f the following items. 
Use a No. 2 pencil to blacken the appropriate ovals on 
the Objective Answer Sheet to indicate your answers. 
Mark only one answer for each item. Answer all 
items. Your grade w ill be based on the total number 
o f correct answers.
Number 1 (Estimated tim e----- 110 to 130 minutes) 3. I f  Larson succeeds in the Section 11 suit against 
Dart, Larson would be entitled to
A. Damages o f three times the original public 
offering price.
B. Rescind the transaction.
C. Monetary damages only.
D. Damages, but only if  the shares were resold 
before the suit was started.
1. In a jurisdiction having an accountant-client 
privilege statute, to whom may a CPA turn over 
workpapers without a client’s permission?
A. Purchaser o f the CPA’s practice.
B. State tax authorities.
C. State court.
D. State CPA society quality control panel.
4. In a suit against Jay under the anti-fraud provi­
sions o f Section 10(b) and Rule 10b-5 o f the Securities 
Exchange Act o f 1934, Larson must prove all o f the 
following except
A. Larson was an intended user o f the false 
registration statement.
B. Larson relied on the false registration 
statement.
C. The transaction involved some form o f 
interstate commerce.
D. Jay acted with intentional disregard o f the 
truth.
Items 2 through 5 are based on the following:
Dart Corp. engaged Jay Associates, CPAs, to assist in 
a public stock offering. Jay audited Dart’s financial 
statements and gave an unqualified opinion, despite 
knowing that the financial statements contained 
misstatements. Jay’s opinion was included in Dart’s 
registration statement. Larson purchased shares in the 
offering and suffered a loss when the stock declined 
in value after the misstatements became known.
5. I f  Larson succeeds in the Section 10(b) and Rule 
10b-5 suit, Larson w ould be entitled to
A. Only recover the original public offering price.
B. Only rescind the transaction.
C. The amount o f any loss caused by the fraud.
D. Punitive damages.
2. In a suit against Jay and Dart under the Section 
11 liability provisions o f the Securities Act o f 1933, 
Larson must prove that
A. Jay knew o f the misstatements.
B. Jay was negligent.
C. The misstatements contained in Dart’s finan­
cial statements were material.
D. The unqualified opinion contained in the 
registration statement was relied on by 
Larson.
6. A  principal and agent relationship requires a
A. Written agreement.
B. Power o f attorney.
C. Meeting o f the minds and consent to act.
D. Specified consideration.
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7. Y ou n g  w as a purchasing agen t fo r  W ilson , a sole 
p rop rie to r . Y ou n g had th e  express au th ority  to  p lace 
purchase orders w ith  W ilson ’s suppliers. Y ou n g  con ­
ducted  business through th e  m ail and had little  contact 
w ith  W ilson . Y ou n g  p laced  an o rd e r w ith  Vanguard , 
Inc. on  W ilson ’s b eh a lf a fte r  W ilson  w as d ec la red  
in com peten t in a jud icia l proceed ing. Young w as aw are  
o f  W ilson ’s incapacity. W ith  regard to  the contract w ith  
Vanguard, W ilson (o r W ilson ’s legal represen tative ) w ill
A . N o t  be  liab le  because V anguard  d ea lt on ly  
w ith  Young.
B. N o t  be  liab le  because Y ou n g  d id  n o t  h ave  
au th ority  to  en te r  in to  th e  con tract.
C . B e liab le  because V anguard  w as u n aw are  o f  
W ilson ’s incapacity .
D. B e liab le because Y ou n g  ac ted  w ith  express 
au thority .
10. A  partnersh ip  a greem en t m ust be  in  w r it in g  i f
A . A n y  partn er con tribu tes m ore  than  $500 in  
capita l.
B. T h e  partners res ide in  d if fe re n t  states.
C. T h e  partnersh ip  in tends to  o w n  rea l esta te.
D. T h e  partn ersh ip ’s pu rpose c a n n o t  b e  com ­
p le ted  w ith in  one y e a r  o f  fo rm ation .
11. W hich  o f  the fo llow in g  statem ents is correct w ith  
respect to  a  lim ited  partnersh ip?
A . A  lim ited  pa rtn er m ay  n o t  be an unsecured 
c red ito r  o f  th e  lim ited  partnersh ip .
B. A  gen era l pa rtn er m ay n o t  also b e  a lim ited  
pa rtn er a t th e  sam e tim e.
C . A  gen era l pa rtn er m ay be a secured  cred ito r  
o f  th e  lim ited  partnersh ip .
D. A  lim ited  partnersh ip  can  be fo rm ed  w ith  
lim ited  liab ility  fo r  a ll partners.
8. Long  C orp . is a rea l estate d eve lop e r and regu larly 
engages rea l esta te  b rokers to  act on  its b eh a lf in  
acqu irin g parcels o f  land. Th e  b rokers a re  au thorized  
to  en te r  in to  such contracts, bu t a re  instructed  to  do 
so in  th e ir  o w n  nam es w ith o u t d isclosing L o n g ’ s id en ­
t ity  o r  L o n g ’s re lationsh ip  to  th e  transaction . I f  a 
b rok er en ters  in to  a con trac t w ith  a se lle r on  L o n g ’s 
b eh a lf,
A . L on g  w ill  n o t  b e  liab le  fo r  an y  n eg lig en t acts 
com m itted  b y  th e  b rok er w h ile  actin g  on  
L o n g ’s b eh a lf.
B. The broker w ill have the same actual authority 
as i f  L o n g ’s id en tity  had b een  disclosed.
C. T h e  b rok er w ill  n o t  be  persona lly  bound by  
th e  con tract because th e  b rok er has express 
au th ority  to  act.
D. L on g  w ill  b e  bound b y  th e  con tract because 
o f  th e  b ro k e r ’ s apparen t au thority .
9. O gden  Corp. h ired  Thorp  as a sales represen ta tive 
fo r  n ine m onths at a sa lary o f  $3,000 p e r  m on th  plus 
4% o f  sales. W h ich  o f  th e  fo llo w in g  sta tem en ts is 
correct?
A . Thorp is ob liga ted  to  act so le ly  in  O gd en ’s 
in te res t in  m a tte rs  co n ce rn in g  O gd en ’s 
business.
B. The agreem en t b e tw een  O gden  and Thorp 
fo rm ed  an  agen cy  cou p led  w ith  an  in terest.
C. O gden  does n o t  h a v e  th e  p o w e r  to  dismiss 
Thorp during the n ine-m onth  period  w ithou t 
cause.
D . The a greem en t b e tw e e n  O gden  and Thorp is 
n o t  en fo rcea b le  unless it  is in  w r it in g  and 
signed b y  Thorp.
I t e m s  12 a n d  13 a re  based on th e  fo llow in g :
D ow d , E lgar, Frost, and G rant fo rm ed  a gen era l pa rt­
nership. Their w ritten  partnership agreem ent provided  
that th e  p ro fits  w ou ld  b e  d iv id ed  so that D ow d  w ou ld  
re c e iv e  40% ; E lgar, 30%; Frost, 20%; and Grant, 10%. 
T h ere  w as no provis ion  fo r  a llocating losses. A t  th e  end 
o f  its firs t year, th e  partnership had losses o f  $200,000. 
B e fo re  a llocatin g losses, th e  partn ers ’ cap ita l account 
ba lances w e re : D ow d , $120,000; E lgar, $100,000; 
Frost, $75,000; and Grant, $11,000. G rant re fu ses  to  
m ake an y  fu rth e r  contribu tions to  th e  partnersh ip . 
Ign o re  th e  e ffe c ts  o f  fe d e ra l partnersh ip  ta x  law .
12. W hat w ou ld  b e  G ran t’s share o f  th e  partnersh ip
losses?
A . $ 9,000
B. $20,000
C. $39,000
D. $50,000
13. A ft e r  losses w e re  a llocated  to  the partners’ capital 
accounts and all liab ilities w e re  paid, th e  partnersh ip ’s 
so le  asset w as $106,000 in  cash. H o w  m uch w ou ld  
E lga r re c e iv e  on  d issolu tion  o f  th e  partnersh ip?
A . $37,000
B. $40,000
C. $47,500
D. $50,000
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14. Blake, a partner in QVM, a general partnership, 
wishes to withdraw from the partnership and sell her 
interest to Nolan. A ll o f the other partners in QVM have 
agreed to admit Nolan as a partner and to hold Blake 
harmless for the past, present, and future liabilities o f 
QVM. As a result o f Blake’s withdrawal and Nolan’s 
admission to the partnership, Nolan
A. Must contribute cash or property to QVM to 
be admitted with the same rights as the other 
partners.
B. Is personally liable for partnership liabilities 
arising before and after being admitted as a 
partner.
C. Has the right to participate in QVM’s 
management.
D. Acquired only the right to receive Nolan’s 
share o f QVM’s profits.
15. Assuming all other requirements are met, a cor­
poration may elect to be treated as an S corporation 
under the Internal Revenue Code if  it has
A. Both common and preferred stockholders.
B. A  partnership as a stockholder.
C. Thirty-five or few er stockholders.
D. The consent o f a majority o f the stockholders.
16. Generally, a corporation’s articles o f incorpora­
tion must include all o f the following excep t the
A. Name o f the corporation’s registered agent.
B. Name o f each incorporator.
C. Number o f authorized shares.
D. Quorum requirements.
17. Unless prohibited by the organization documents, 
a stockholder in a publicly held corporation and the 
owner o f a limited partnership interest both have the 
right to
A. Ownership o f the business’ assets.
B. Control management o f the business.
C. Assign their interest in the business.
D. An investment that has perpetual life.
18. A  corporate stockholder is entitled to which o f the 
following rights?
A. Elect officers.
B. Receive annual dividends.
C. Approve dissolution.
D. Prevent corporate borrowing.
19. Price owns 2,000 shares o f Universal Corp.’s $10 
cumulative preferred stock. During its first year o f 
operations, cash dividends o f $5 per share were 
declared on the preferred stock but were never paid. 
In the second year , dividends on the preferred stock 
were neither declared nor paid. I f  Universal is dis­
solved, which o f the following statements is correct?
A. Universal w ill be liable to Price as an 
unsecured creditor for $10,000.
B. Universal w ill be liable to Price as a secured 
creditor for $20,000.
C. Price w ill have priority over the claims o f 
Universal’s bond owners.
D. Price will have priority over the claims o f 
Universal’s unsecured judgment creditors.
20. Which o f the fo llowing actions may a corporation 
take without its stockholders’ consent?
A. Consolidate with one or more corporations.
B. Merge with one or more corporations.
C. Dissolve voluntarily.
D. Purchase 55% o f another corporation’s stock.
21. On September 10, Harris, Inc., a new car dealer, 
placed a newspaper advertisement stating that Harris 
would sell 10 cars at its showroom for a special discount 
only on September 12, 13, and 14. On September 12, 
King called Harris and expressed an interest in buying 
one o f the advertised cars. King was told that five  o f 
the cars had been sold and to come to the showroom 
as soon as possible. On September 13, Harris made a 
televised announcement that the sale would end at 
10:00 PM that night . King went to Harris’ showroom 
on September 14 and demanded the right to buy a car 
at the special discount. Harris had sold the 10 cars and 
refused King’s demand. King sued Harris for breach o f 
contract. Harris’ best defense to King’s suit would be 
that Harris’
A. O ffer was unenforceable.
B. Advertisement was not an offer.
C. Television announcement revoked the offer.
D. O ffer had not been accepted.
22. On April 1, Fine Corp. faxed Moss an o ffer to pur­
chase Moss’ warehouse for $500,000. The o ffer stated 
that it would remain open only until April 4 and that 
acceptance must be received to be effective. Moss sent 
an acceptance on April 4 by overnight mail and Fine 
received it on April 5. Which o f the following state­
ments is correct?
A. No contract was formed because Moss sent 
the acceptance by an unauthorized method.
B. No contract was form ed because Fine 
received Moss’ acceptance after April 4.
C. A  contract was formed when Moss sent the 
acceptance.
D. A  contract was formed when Fine received 
Moss’ acceptance.
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23. Which o f the following will be legally binding 
despite lack o f consideration?
A. An employer’s promise to make a cash pay­
ment to a deceased employee’s family in 
recognition o f the employee’s many years o f 
service.
B. A  promise to donate money to a charity on 
which the charity relied in incurring large 
expenditures.
C. A  modification o f a signed contract to pur­
chase a parcel o f land.
D. A  merchant’s oral promise to keep an offer 
open for 60 days.
24. In which o f the following situations does the first 
promise serve as valid consideration for the second 
promise?
A . A  police officer’s promise to catch a thief for 
a victim ’s promise to pay a reward.
B. A  builder’s promise to complete a contract 
for a purchaser’s promise to extend the time 
for completion.
C. A  debtor’s promise to pay $500 for a creditor’s 
promise to forgive the balance o f a $600 
liquidated debt.
D. A  debtor’s promise to pay $500 for a creditor’s 
promise to forgive the balance o f a $600 
disputed debt.
25. West, an Indiana real estate broker, misrepre­
sented to Zimmer that West was licensed in Kansas 
under the Kansas statute that regulates real estate 
brokers and requires all brokers to be licensed. Zimmer 
signed a contract agreeing to pay West a 5% commis­
sion for selling Zimmer’s home in Kansas. West did not 
sign the contract. West sold Zimmer’s home. I f  West 
sued Zimmer for nonpayment o f commission, Zimmer 
would be
A. Liable to West only for the value o f services 
rendered.
B. Liable to West for the full commission.
C. Not liable to West for any amount because 
West did not sign the contract.
D. Not liable to West for any amount because 
W est v io la ted  the Kansas licensing 
requirements.
26. Carson agreed orally to repair Ives’ rare book for 
$450. Before the work was started, Ives asked Carson 
to perform additional repairs to the book and agreed 
to increase the contract price to $650. A fter Carson 
completed the work, Ives refused to pay and Carson 
sued. Ives’ defense was based on the Statute o f Frauds. 
What total amount w ill Carson recover?
A . $0
B. $200
C. $450
D. $650
27. In an action for breach o f contract, the statute o f 
limitations time period would be computed from the 
date o f the
A. Breach o f the contract.
B. Signing o f the contract.
C. Negotiation o f the contract.
D. Commencement o f the action.
28. Which o f the following, if intentionally misstated 
by a seller to a buyer, would be considered a fraudulent 
inducement to make a contract?
A. Nonexpert opinion.
B. Appraised value.
C. Prediction.
D. Immaterial fact.
29. I f  a buyer accepts an o ffe r  containing an 
immaterial unilateral mistake, the resulting contract 
w ill be
A. Void as a matter o f law.
B. Void at the election o f the buyer.
C. Valid as to both parties.
D. Voidable at the election o f the seller.
30. Under the parol evidence rule, oral evidence will 
be excluded if it relates to
A . A  contemporaneous oral agreement relating 
to a term in the contract.
B. Failure o f a condition precedent.
C. Lack o f contractual capacity.
D. A  modification made several days after the 
contract was executed.
31. Baxter Inc. and Globe entered into a contract. 
A fter receiving valuable consideration from Clay, 
Baxter assigned its rights under the contract to Clay. 
In which o f the following circumstances would Baxter 
not be liable to Clay?
A. Clay released Globe.
B. Globe paid Baxter.
C. Baxter released Globe.
D. Baxter breached the contract.
32. To cancel a contract and to restore the parties to 
their original positions before the contract, the parties 
should execute a
A . Novation
B. Release
C. Rescission
D. Revocation
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Item s 33 and 34 are based on the following:
Egan contracted with Barton to buy Barton’s business. 
The contract provided that Egan would pay the 
business debts Barton owed Ness and that the balance 
o f the purchase price would be paid to Barton over a 
10 year period. The contract also required Egan to take 
out a decreasing term life insurance policy naming 
Barton and Ness as beneficiaries to ensure that the 
amounts owed Barton and Ness would be paid i f  Egan 
died.
36. An employer who fails to withhold Federal 
Insurance Contributions A ct (F ICA ) taxes from 
covered employees’ wages, but who pays both the 
employer and employee shares would
A. Be entitled to a refund from the IRS for the 
employees’ share.
B. Be allowed no federal tax deduction for any 
payments.
C. Have a right to be reimbursed by the 
employees for the employees’ share.
D. Owe penalties and interest for failure to col­
lect the tax.
33. Which o f the following would describe Ness’ 
status under the contract and insurance policy?
Contract
A.
B.
C.
D.
Donee beneficiary 
Donee beneficiary 
Creditor beneficiary 
Creditor beneficiary
Insurance p o licy
Donee beneficiary 
Creditor beneficiary 
Donee beneficiary 
Creditor beneficiary
34. Barton’s contract rights w ere assigned to Vim, 
and Egan was notified o f the assignment. Despite the 
assignment, Egan continued making payments to 
Barton. Egan died before completing payment and Vim 
sued Barton for the insurance proceeds and the other 
payments on the purchase price received by Barton 
after the assignment. To which o f the following is Vim 
entitled?
Paym ents on  
purchase p rice Insurance proceeds
A. No Yes
B. No No
C. Yes Yes
D. Yes No
37. Unemployment tax payable under the Federal 
Unemployment Tax Act (FUTA), is
A. Payable by all employers.
B. Deducted from employee wages.
C. Paid to the Social Security Administration.
D. A  tax deductible employer’s expense.
38.
to
Workers’ Compensation Acts require an employer
A.
B.
C.
D.
Provide coverage for all eligible employees. 
Withhold employee contributions from the 
wages o f eligible employees.
Pay an employee the difference between 
disability payments and full salary. 
Contribute to a federal insurance fund.
Item s 39 and 40 are based on the following:
World Corp. wanted to make a public offering o f its 
common stock. On May 10, World prepared and filed 
a registration statement with the SEC. On May 20, 
World placed a ‘‘tombstone ad’’ announcing that it was 
making a public offering. On May 25, World issued a 
preliminary prospect us and the registration statement 
became effective on May 30.
35. Kaye contracted to sell Hodges a building for 
$310,000. The contract required Hodges to pay the 
entire amount at closing. Kaye refused to close the sale 
o f the building. Hodges sued Kaye. To what relie f is 
Hodges entitled?
A. Pu n itive  damages and com pensatory 
damages.
B. Specific performance and compensatory 
damages.
C. Consequential damages or punitive damages.
D. Com pensatory damages or spec ific  
performance.
39. On what date may World first make oral offers to 
sell the shares?
A. May 10.
B. May 20.
C. May 25.
D. May 30.
40. On what date may World first sell the shares?
A . May 10.
B. May 20.
C. May 25.
D. May 30.
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Item s 41 and 42 are based on the following;
Integral Corp. has assets in excess o f $4 million, has 350 
stockholders, and has issued common and preferred 
stock. Integral is subject to the reporting provisions o f 
the Securities Exchange Act o f 1934. For its 1991 fiscal 
year. Integral filed the following with the SEC: 
quarterly reports, an annual report, and a periodic 
report listing newly appointed officers o f the corpora­
tion. Integral did not notify the SEC o f stockholder 
‘‘short swing’’ profits; did not report that a competitor 
made a tender offer to Integral’s stockholders; and did 
not report changes in the price o f its stock as sold on 
the New  York Stock Exchange.
45. For an offering to be exempt under Regulation D 
o f the Securities Act o f 1933, Rules 504, 505, and 506 
each require that
A. There be a maximum o f 35 unaccredited 
investors.
B. A ll purchasers receive the issuer’s financial 
information.
C. The SEC be notified within 10 days o f the first 
sale.
D. The o ffering be made w ithout general 
advertising.
46. The following endorsements appear on the back 
o f a negotiable promissory note made payable “ to 
bearer.’ ’ Clark has possession o f the note.
41. Under SEC reporting requirements, which o f the 
following was Integral required to do?
A. Report the tender o ffer to the SEC.
B. Notify the SEC o f stockholder ‘‘short swing’’ 
profits.
C. F ile the periodic report listing new ly  
appointed officers.
D. Report the changes in the market price o f its 
stock.
42. Under the Securities Exchange Act o f 1934, 
Integral must be registered with the SEC because
A. It issues both common and preferred stock.
B. Its shares are listed on a national stock 
exchange.
C. It has more than 300 stockholders.
D . Its shares are traded in interstate commerce.
Pay to Sam North 
A lice  F ox
Sam N orth  
(without recourse)
Which o f the following statements is correct?
A. Clark’s unqualified endorsement is required 
to further negotiate the note.
B . To negotiate the note, Clark must have given 
value for it.
C. Clark is not a holder because North ’s 
qualified endorsement makes the note 
nonnegotiable.
D. Clark can negotiate the note by delivery alone.
43. Under the Securities Act o f 1933, which o f the 
following securities must be registered?
A. Bonds o f a railroad corporation.
B. Common stock o f an insurance corporation.
C. P re fe rred  stock o f a dom estic bank 
corporation.
D. Long-term notes o f a charitable corporation.
47. To the extent that a holder o f a negotiable promis­
sory note is a holder in due course, the holder takes the 
note free o f which o f the following defenses?
A. Minority o f the maker where it is a defense 
to enforcement o f a contract.
B. Forgery o f the maker’s signature
C. Discharge o f the maker in bankruptcy.
D. Nonperformance o f a condition precedent.
44. Data, Inc. intends to make a $375,000 common 
stock offering under Rule 504 o f Regulation D o f the 
Securities Act o f 1933. Data
A . May sell the stock to an unlimited number o f 
investors.
B. May make the offering through a general 
advertising.
C. Must offer the stock for a period o f more than 
12 months.
D. Must provide all investors with a prospectus.
48. Which o f the following actions does not discharge 
a prior party to a commercial instrument?
A . Good faith payment or satisfaction o f the 
instrument.
B. Cancellation o f that prior party’s endorsement.
C. The holder’s oral renunciation o f that prior 
party’s liability.
D. The holder’s intentional destruction o f the 
instrument.
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49. Under the UCC, a warehouse receipt
A . Is negotiable if, by its terms, the goods are to 
be delivered to bearer or to the order o f a 
named person.
B. Will not be negotiable if it contains a contrac­
tual limitation on the warehouser’s liability.
C. May qualify as both a negotiable warehouse 
receipt and negotiable commerical paper if  
the instrument is payable either in cash or by 
the delivery o f goods.
D. May be issued only by a bonded and licensed 
warehouser.
53. I f  Lace inadvertently ships the wrong appliances 
to Parco and Parco rejects them two days after receipt, 
title to the goods w ill
A. Pass to Parco when they are identified to the 
contract.
B. Pass to Parco when they are shipped.
C. Remain with Parco until the goods are 
returned to Lace.
D. Revert to Lace when they are rejected by 
Parco.
50. Sims owns a certificate representing 500 shares 
o f Flow Corp.’s preferred stock. The shares were 
originally issued in Sims’ name. I f  Sims agrees to sell 
the stock to Lazur for $1.00 per share, which o f the 
following statements would be correct?
A. The sales agreement must be in writing and 
signed by both Sims and Lazur.
Sims must get Flow ’s consent before transfer­
ring the certificate to Lazur.
Lazur does not become a bona fide purchaser 
o f the shares until Flow has registered the 
transfer o f the stock certificate.
By transferring the stock certificate to Lazur, 
Sims warrants that the certificate is genuine 
and has not been materially altered.
B.
C.
D.
Items 51 through 53 are based on the following:
On May 2, Lace Corp., an appliance wholesaler, offered 
to sell appliances worth $3,000 to Parco, Inc., a 
household appliances retailer. The offer was signed by 
Lace’s president, and provided that it would not be 
withdrawn before June 1. It also included the shipping 
terms: ‘‘FOB — Parco’s warehouse.’’ On May 29, Parco 
mailed an acceptance o f Lace’s offer. Lace received 
the acceptance June 2.
51. Which o f the following statements is correct if 
Lace sent Parco a telegram revoking its offer, and 
Parco received the telegram on May 25?
A. A  contract was formed on May 2.
B . Lace’s revocation effectively  terminated its 
o ffer on May 25.
C. Lace’s revocation was ineffective because 
the offer could not be revoked before June 1.
D. No contract was formed because Lace 
received Parco’s acceptance after June 1.
52. Risk o f loss for the appliances w ill pass to Parco 
when they are
A . Identified to the contract.
B. Shipped by Lace.
C. Tendered at Parco’s warehouse.
D. Accepted by Parco.
54. On May 2, Maison orally contracted with Acme 
Appliances to buy for $480 a washer and dryer for 
household use. Mason and the Acme salesperson 
agreed that delivery would be made on July 2. On 
May 5, Mason telephoned Acme and requested that 
the delivery date be moved to June 2. The Acme 
salesperson agreed w ith this request. On June 2, Acme 
failed to deliver the washer and dryer to Mason 
because o f an inventory shortage. Acme advised 
Mason that it would deliver the appliances on July 2 
as originally agreed. Mason believes that Acme has 
breached its agreement with Mason. Acme contends 
that its agreement to deliver on June 2 was not binding. 
Acm e’s contention is
A. Correct, because Mason is not a merchant 
and was buying the applicances fo r  
household use.
B. Correct, because the agreement to change 
the delivery date was not in writing.
C. Incorrect, because the agreement to change 
the delivery date was binding.
D. Incorrect, because Acm e’s agreement to 
change the delivery date is a firm o ffer that 
cannot be withdrawn by Acme.
55. Which o f the fo llowing conditions must be met for 
an implied warranty o f fitness for a particular purpose 
to arise in connection with a sale o f goods?
I. The warranty must be in writing.
II . The seller must; know that the buyer was relying 
on the seller m selecting the goods.
A . I only.
B. II only.
C. Both I and II.
D. Neither I nor II.
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56. On February 15, Mazur Corp. contracted to sell 
1,000 bushels o f wheat to Good Bread, Inc. at $6.00 per 
bushel with delivery to be made on June 23. On June 1, 
Good advised Mazur that it would not accept or pay for 
the wheat. On June 2, Mazur sold the wheat to another 
customer at the market price o f $5.00 per bushel. 
Mazur had advised Good that it intended to resell the 
wheat. Which o f the following statements is correct?
A. Mazur can successfully sue Good for the 
difference between the resale price and the 
contract price.
B. Mazur can resell the wheat only after June 23.
C. Good can retract its anticipatory breach at 
any time before June 23.
D . Good can successfully sue Mazur for specific 
performance.
60. Which o f the following factors result(s) in an 
express warranty with respect to a sale o f goods?
I. The seller’s description o f the goods as part o f the 
basis o f the bargain.
II. The seller selects goods knowing the buyer’s 
intended use.
A. I only.
B. II only.
C. Both I and II.
D. Neither I nor II.
57. Under the UCC Sales Article, an action for breach 
o f the implied warranty o f merchantability by a party 
who sustains personal injuries may be successful 
against the seller o f the product only when
A. The seller is a merchant o f the product 
involved.
B. An action based on negligence can also be 
successfully maintained.
C. The injured party is in privity o f contract with 
the seller.
D. An action based on strict liability in tort can 
also be successfully maintained.
58. Morgan is suing the manufacturer, wholesaler, 
and retailer for bodily injuries caused by a power saw 
Morgan purchased. Which o f the following statements 
is correct under the theory o f strict liability?
A . The manufacturer will avoid liability i f  it can 
show it followed the custom o f the industry.
B . Morgan may recover even if he cannot show 
any negligence was involved.
C. Contributory negligence on Morgan’s part 
w ill always be a bar to recovery.
D. Privity will be a bar to recovery insofar as the 
wholesaler is concerned if the wholesaler did 
not have a reasonable opportunity to inspect.
Question Number 2 Begins on Page 50
59. Under the UCC Sales Article, a seller w ill be 
entitled to recover the full contract price from the 
buyer when the
A. Goods are destroyed after title passed to the 
buyer.
B. Goods are destroyed while risk o f loss is with 
the buyer.
C. Buyer revokes its acceptance o f the goods.
D. Buyer rejects some o f the goods.
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Instructions
Question Num ber 2 consists o f 18 items. Select the best answer for each item. Use a No. 2 pencil to blacken the 
appropriate ovals on the Objective Answer Sheet to indicate your answers. A n sw er a ll item s. Your grade will be based 
on the total number o f correct answers.
Exam ple:
The following is an example o f the manner in which the answer sheet should be marked.
Item
Examination Questions —  May 1992
Select from List A  the order in which one goes through school in the United States. 
99. First school attended.
Answ er Sheet
Item List A (select one)
99  
L is t  A
A. High School
B. College
C. Elementary School
On June 10, 1990, Bond sold real property to Edwards for $100,000. Edwards assumed the $80,000 recorded mort­
gage Bond had previously given to Fair Bank and gave a $20,000 purchase money mortgage to Heath Finance. Heath 
did not record this mortgage. On December 15 , 1991, Edwards sold the property to Ivor for $115,000. Ivor bought the 
property subject to the Fair mortgage but did not know about the Heath mortgage. Ivor borrowed $50,000 from Knox 
Bank and gave Knox a mortgage on the property. Knox knew o f the unrecorded Heath mortgage when its mortgage 
was recorded. Ivor, Edwards, and Bond defaulted on the mortgages. Fair, Heath, and Knox foreclosed and the property 
was sold at a judicial foreclosure sale for $60,000. A t the time o f the sale, the outstanding balance o f principal and accrued 
interest on the Fair mortgage was $75,000. The Heath mortgage balance was $18,000 and the Knox mortgage was 
$47,500.
Fair, Heath, and Knox all claim that their mortgages have priority and should be satisfied first from the sale proceeds. 
Bond, Edwards, and Ivor all claim that they are not liable for any deficiency resulting from the sale.
The above transactions took place in a jurisdiction that has a notice-race recording statute and allows foreclosure 
deficiency judgments.
Required:
a. Items 61 through 63. For each mortgage, select from List A  the priority o f that mortgage and blacken the 
corresponding oval on the Objective Answer Sheet. Blacken  A  i f  the mortgage has first priority, blacken B  i f  the 
mortgage has second priority, and blacken i f  the mortgage has third priority. A priority should be selected only 
once.
61. Knox Bank.
L is t  A
A. First Priority.
62. Heath Finance. B. Second Priority.
63. Fair Bank. C. Third Priority.
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b. Items 64 through 66. For each mortgage, select from List B the reason for its priority and blacken the correspond­
ing oval on the Objective Answer Sheet. A  reason may be selected once, more than once, or not at all.
Number 2 (continued)
64. Knox Bank.
65. Heath Finance.
66. Fair Bank.
L is t  B
A. An unrecorded mortgage has priority over any subsequently recorded mortgage. 
A  recorded mortgage has priority over any unrecorded mortgage.
The first recorded mortgage has priority over all subsequent mortgages.
An unrecorded mortgage has priority over a subsequently recorded mortgage i f  the 
subsequent mortgagee knew o f the unrecorded mortgage.
A  purchase money mortgage has priority over a previously recorded mortgage.
B.
C.
D.
E.
c. Items 67 through 69. For each mortgage, select from List C the amount o f the sale proceeds that each mort­
gagee would be entitled to receive and blacken the corresponding oval on the Objective Answer Sheet. An amount 
may be selected once, more than once, or not at all.
L is t  C
67. Knox Bank. A. $0.
68. Heath Finance. B. $12,500.
69. Fair Bank. C. $18,000.
D. $20,000.
E. $42,000.
F. $47,500.
G. $60,000.
d. Items 70 through 72. Determine whether each party would be liable to pay a mortgage foreclosure deficiency 
judgment on the Fair Bank mortgage. I f  the party would be held liable, select from List D the reason for the party’s 
liability and blacken the corresponding oval on the Objective Answer Sheet. I f you determine there is no liability, blacken 
D  on the Objective Answer Sheet. A  reason may be selected once, more than once, or not at all.
70. Edwards.
71. Bond.
72. Ivor.
L is t  D
A. Original mortgagor.
B. Assumed the mortgage.
C. Took subject to the mortgage.
D. Not liable.
e. For items 73 through 75, determine whether each party would be liable to pay a mortgage foreclosure defi­
ciency judgment on the Heath Finance mortgage. I f  the party would be held liable, select from List E the reason for 
that party’s liability and blacken the corresponding oval on the Objective Answer Sheet. I f  you determine there is no 
liability, blacken on the Objective Answer Sheet. A  reason may be selected once, more than once, or not at all.
73. Edwards.
L is t  E
A. Original mortgagor.
74. Bond. B. Assumed the mortgage.
75. Ivor. C. Took subject to the mortgage.
D. Not liable.
f . For items 76 through 78, determine whether each party would be liable to pay a mortgage foreclosure deficiency 
judgment on the Knox Bank mortgage. I f  the party would be held liable, select from List F the reason for that party’s 
liability and blacken the corresponding oval on the Objective Answer Sheet. I f  you determine there is no liability, blacken 
CD  on the Objective Answer Sheet. A  reason may be selected once, more than once, or not at all.
76. Edwards.
77. Bond.
78. Ivor.
L is t F
A. Original mortgagor.
B. Assumed the mortgage.
C. Took subject to the mortgage.
D. Not liable.
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Number 3 (Estim ated t im e ----- 15 to  20 m inutes)
Goodwin, a CPA, and Jensen, a banker, were the 
trustees o f the Moore Family Trust. The trust was 
created as a spendthrift trust and provided for distribu­
tion o f income annually to the four Moore adult 
children for life, with the principal to be distributed to 
their issue a fter the death o f the last income 
beneficiary. The trust was funded with commercial 
and residential real estate and a stock portfolio.
Goodwin, in addition to being a trustee, was 
lawfully employed as the trust’s accountant. Goodwin, 
as the trust’s accountant, prepared and signed all trust 
tax returns, kept the trust’s accounting records, and 
supervised distributions to the income beneficiaries.
In 1990, Goodwin and Jensen, as trustees, sold a 
building owned by the trust for $400,000, its fair 
market value. The building had been valued at 
$250,000 when acquired by the trust. The $150,000 
gain was allocated to income. In addition, the trust had 
rental, interest, and dividend income o f $1,500,000 in 
1990. Expenses for taxes, replacement o f plumbing 
fixtures, roof repairs, utilities, salaries, and fees and 
commissions totaled $1,050,000.
On December 31, 1990, Goodwin and Jensen 
prepared and signed four $150,000 trust account 
checks and sent three o f them to three o f the income 
beneficiaries and the fourth one to a creditor o f the 
fourth beneficiary. This beneficiary had acknowledged 
that the creditor was owed $200,000.
In February 1991, Goodwin discovered that Jensen 
had embezzled $200,000 by secretly selling part o f the 
trust’s stock portfolio. Goodwin agreed not to reveal 
Jensen’s embezzlement if Jensen would pay Goodwin 
$25,000.
In April 1991, Goodwin prepared the 1990 trust 
income tax return. The return was signed by Goodwin 
as preparer and by Jensen and Goodwin as trustees and 
was filed with the IRS. Goodwin also prepared the 1990 
income tax returns for the income beneficiaries. In an 
attempt to hide the embezzlement, Goodwin, in 
preparing the trust tax return, claimed nonexistent 
losses and improper credits. The beneficiaries’ returns 
reflected the same nonexistent losses and improper 
credits. Consequently, the beneficiaries’ taxes were 
underpaid. As a result o f an IRS audit, the embezzle­
ment was uncovered, the nonexistent losses and im­
proper credits were disallowed, and the beneficiaries 
were assessed additional taxes, penalties, and interest.
Jensen cannot be located.
As a result o f the above, the income beneficiaries 
sued Goodwin for negligence, fraud, and breach o f 
fiduciary duty.
Required:
Answer the following questions and give the 
reasons for your conclusions.
W ill the income beneficiaries win their suits against 
Goodwin for:
a. accountant’s negligence?
b. actual fraud?
c. breach o f fiduciary duty as a trustee?
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Num ber 4 (Estim ated t im e ----- 15 to  20 m inutes)
Techno, Inc. is a computer equipment dealer. On 
February 3 ,  1992, Techno was four months behind in 
its payments to Allied Building Maintenance, Cleen 
Janitorial Services, Inc., and Jones and Associates, 
CPAs, all o f whom provide monthly services to Techno. 
In an attempt to settle with these three creditors, 
Techno offered each o f them a reduced lump-sum pay­
ment for the past due obligations and full payment for 
future services. These creditors rejected Teclmo’s offer 
and on April 9 ,  1992, Allied, Cleen and Jones filed an 
involuntary petition in bankruptcy against Techno 
under the provisions o f Chapter 7 o f the Federal 
Bankruptcy Code. A t the time o f the filing, Techno’s 
liability to the three creditors was $9,100, all o f which 
was unsecured.
Requ ired:
Answer the following questions and give the 
reasons for your conclusions.
a. What circumstances had to exist to allow 
Allied, Cleen, and Jones to file an involuntary bank­
ruptcy petition against Techno?
b. 1. Will Dollar’s motion for relief be granted?
2. W ill D ollar’s claim fo r  p riority  be
approved by the bankruptcy court?
c. A re the payments to Techno’s president, 
Alexis, and Maple preferential transfers?
Techno, at the time o f the filing, had liabilities o f 
$229,000 (owed to 23 creditors) and assets with a fair 
market value o f $191,000. During the entire year 
before the bankruptcy filing, Techno’s liabilities 
exceeded the fair market value o f its assets.
Included in Techno’s liabilities was an installment 
loan payable to Dollar Finance Co., properly secured 
by cash registers and other equipment.
The bankruptcy court approved the involuntary 
petition.
On April 21, 1992, Dollar filed a motion for relief 
from automatic stay in bankruptcy court claiming it 
was entitled to take possession o f the cash registers and 
other equipment securing its loan. Dollar plans to sell 
these assets immediately and apply the proceeds to the 
loan balance. The fair market value o f the collateral 
is less than the loan balance and Dollar claims to lack 
adequate protection. Also, Dollar claims it is entitled 
to receive a priority distribution, before distribution to 
unsecured creditors, for the amount Techno owes 
Dollar less the proceeds from the sale o f the collateral.
During the course o f the bankruptcy proceeding, 
the following transactions were disclosed;
• On October 6, 1991, Techno paid its president 
$9,900 as repayment o f an unsecured loan made 
to the corporation on September 18, 1989. •
• On February 19, 1992, Techno paid $1,150 to Alexis 
Computers, Inc. for eight color computer monitors. 
These monitors were delivered to Techno on 
February 9, 1992, and placed in inventory.
• On January 12, 1992, Techno bought a new 
delivery truck from Maple Motors for $7,900 cash. 
On the date o f the bankruptcy filing , the truck was 
worth $7,000.
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Number 5 (Estimated time------15 to 20 minutes)
Rustic Equipment, Inc. manufactures lathes and other 
woodworking equipment. It sells these products to 
hardware stores, often on credit. Rustic usually 
requires its credit customers to place large signs in their 
stores indicating that Rustic products are made 
available through financing provided by Rustic.
On February 1 , 1992, Rustic sold and delivered five 
lathes to Friendly Hardware Corp. for $25,000. 
Friendly sells woodworking tools and equipment, 
among other things, to the general public. Friendly 
made a 10% downpayment and delivered a promissory 
note for the balance, along with a security agreement 
and a financing statement covering the lathes. Rustic 
properly filed the financing statement on February 9, 
1992. Rustic required Friendly to display a sign in its 
store indicating that Rustic provided financing for the 
lathes.
On February 6 ,  1992, Friendly borrowed $100,000 
from National Bank, and gave National a promissory 
note, a security agreement, and a financing statement 
covering Friendly’s inventory, fixtures, and equipment. 
Friendly intended to use the loan proceeds to remodel 
its store. National properly filed the financing state­
ment on February 7 ,  1992. National was not aware o f 
Rustic’s security interest in the lathes included in 
Friendly’s inventory.
On March 8 ,  1992, Friendly sold one o f the Rustic 
lathes to Karry, whose hobby was woodworking. Karry 
paid 20% o f the purchase price, and gave Friendly a 
promissory note for the balance and a security agree­
ment covering the lathe. Karry, at the time o f the 
purchase, saw the sign publicizing the financing 
arrangement between Rustic and Friendly. Friendly 
did not file a financing statement.
The following is the promissory note Karry gave to 
Friendly:
On March 10, 1992, Friendly delivered Karry’s 
promissory note, without endorsement, to Queen Bank 
in exchange for $750. Queen, a holder in due course, 
was unaware that Karry had advised Friendly that the 
lathe was not operating properly and that Karry had 
no intention o f paying the note. Queen then delivered 
the note to Abcor Factors, Inc. in exchange for $800. 
A t the time Abcor acquired the note from Queen, it 
knew that Karry disputed any obligation under the 
note because the lathe was not working properly.
Friendly has experienced serious financial d iffi­
culties and defaulted on its obligations to Rustic and 
National. Abcor has demanded that Karry pay the note 
given to Friendly, but Karry has refused to do so.
Rustic and Karry have taken the fo llow ing 
positions:
• Rustic claims that its security interest in the lathes, 
including the one sold to Karry, is superior to that 
o f National and that Karry purchased the lathe 
subject to Rustic’s security interest.
• Karry refuses to honor the note held by Abcor 
claiming that:
It is nonnegotiable because it is not payable at 
a definite time and it references the sales 
invoice.
Abcor has no rights under the note because it 
was not endorsed by Friendly.
Abcor was aware o f Karry’s claim that the 
la th e  was not w ork ing  p rop erly  and, 
therefore, took the note subject to that claim.
Required:
State whether the claims o f Rustic and Karry are 
correct and give the reasons for your conclusions.
March 8 , 199 2
I promise to pay Friendly Hardware Corp. or bearer 
$900.00 , with interest thereon at 12 % per annum.
S.J. Karry
Maker
Reference: Sale o f Lathe 
Invoice #6734
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Record your 7-digit candidate 
number in the boxes.
  CANDIDATE NUMBER  
 
The point values fo r  each question, and estimated time allotments based primarily on point value, are as follows:
Point Estimated Minutes
No. 1  
No. 2 . . . .
No. 3 . ..  
No. 4 . . . .
No. 5 . . . .
Totals
Value Minimum Maximum
60 90 n o
10 15 25
10 15 25
10 15 25
10 15 25
100 150 210
INSTRUCTIONS TO CANDIDATES
Failure  T o Follow  T hese I nstructions M ay H ave An Adverse Effect On Y our Exa m in a tio n  Grade
1. You must record your essay answers in numerical 
order o f the questions. I f  more than one page is 
required for an answer, write “ continued”  at the 
bottom o f the page.
2. Answer all objective items on the Objective Answer 
Sheet which is page 3 o f your Examination Answer 
Booklet. You should attempt to answer all objective 
items. There is no penalty for incorrect responses. 
Since the objective items are computer-graded, your 
comments and calculations associated with them are 
not considered and should not be submitted. Be certain 
that you have entered your answers on the Objective 
Answer Sheet before the examination time is up. The 
objective portion o f your examination will not be 
graded if  you fail to record your answers on the 
Objective Answer Sheet.
3. A  CPA is continually confronted with the necessity 
o f expressing opinions and conclusions in written 
reports in clear, unequivocal language. Although the 
primary purpose o f the examination is to test your 
knowledge and application o f the subject matter, the 
ability to organize and present such knowledge in 
acceptable written language may be considered by the 
examiners.
4. Record your 7-digit candidate number in the space 
provided at the upper right-hand comer o f this page.
Prepared by the Board of Examiners of the American Institute of Certified Public Accountants and adopted by the 
examining boards of all states, the District of Columbia, Guam, Puerto Rico, and the Virgin Islands of the United States.
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5. You are required to turn in separately by the end o f 
each session;
a. Attendance Record Form, front page o f 
Examination Answer Booklet;
b. Objective Answer Sheet, page 3 o f Exami­
nation Answer Booklet;
c. Remaining Portion o f Examination Answer 
Booklet;
d. Examination Question Booklet;
e. A ll unused examination materials; and
f. Prenumbered Identification Card at the last 
examination you are taking.
Your examination will not be graded unless the above 
listed items are handed in before leaving the examina­
tion room.
6. I f  you want your Examination Question Booklet 
mailed to you, write your name and address on the 
back cover, and place 52 cents postage in the space 
provided, unless otherwise instructed. Also, unless 
instructed otherwise, write your name and address 
in the return address space in the upper left-hand 
comer on the back cover. Examination Question 
Booklets will be distributed no sooner than the day 
following the administration o f this examination, 
unless instructed otherwise.
Examination Questions — May 1992
Number 1 (Estimated t im e-----90 to  110 minutes)
Instructions
Select the best answer for each o f the following items 
relating to a variety of issues in accounting. Use a 
No. 2 pencil to blacken the appropriate ovals on the 
Objective Answer Sheet to indicate your answers. 
Mark only one answer for each item. Answer all 
items. Your grade w ill be based on the total number 
o f correct answers.
1. FASB Interpretations o f Statements o f Financial 
Accounting Standards have the same authority as the 
FASB
A . Statements o f Financial Accounting Concepts.
B. Emerging Issues Task Force Consensus.
C. Technical Bulletins.
D. Statem ents o f  F inancial Accounting 
Standards.
Items 4 and 5 are based on the following:
In a period o f rising general price levels, Pollard Corp. 
discloses income on a current cost basis in accordance 
with FASB Statement No. 89, F in a n cia l R eporting  
and Changing Prices.
4. Compared to historical cost income from continu­
ing operations, w hich o f the following conditions 
increases Pollard’s current cost income from continu­
ing operations?
A. Current cost o f equipment is greater than 
historical cost.
B . Current cost o f land is greater than historical 
cost.
C. Current cost o f cost o f goods sold is less than 
historical cost.
D. Ending net monetary assets are less than 
beginning net monetary assets.
5. Which o f the following contributes to Pollard’s 
purchasing power loss on net monetary items?
A. Refundable deposits with suppliers.
B. Equ ity investm ent in unconsolidated 
subsidiaries.
C. Warranty obligations.
D. Wages payable.
2. According to the FASB conceptual framework, 
which o f the following is an essential characteristic o f 
an asset?
A. The claims to an asset’s benefits are legally 
enforceable.
B. An asset is tangible.
C. An asset is obtained at a cost.
D. An asset provides future benefits.
6. Before 1991, Droit Co. used the cash basis o f 
accounting. As o f December 31, 1991, Droit changed 
to the accrual basis. Droit cannot determine the 
beginning balance o f supplies inventory. What is the 
e ffect o f Droit’s inability to determine beginning 
supplies inventory on its 1991 accrual basis net income 
and December 3 1 , 1991, accrual basis owners’ equity?
1991 net incom e
12/31/91 
ow ners’ equity
A. No effect No effect
B. No effect Overstated
C. Overstated No effect
D. Overstated Overstated
3. According to the FASB conceptual framework, 
predictive value is an ingredient o f
R e lia b ility Relevance
A. Yes Yes
B. No Yes
C. No No
D. Yes No
7. In a statement o f cash flows, which o f the follow­
ing would increase re ported cash flows from operating 
activities using the direct method? (Ignore income tax 
considerations.)
A . Dividends received from investments.
B. Gain on sale o f equipment.
C. Gain on early retirement o f bonds.
D. Change from straight-line to accelerated 
depreciation.
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8. Which o f the following cash flows per share 
should be reported in a statement o f cash flows?
A. Primary cash flows per share only.
B. Fully diluted cash flows per share only.
C. Both primary and fully diluted cash flows per 
share.
D. Cash flows per share should not be reported.
9. Orleans Co., a cash basis taxpayer, prepares 
accrual basis financial statements. Since 1988, Orleans 
has applied FASB Statement No. 96, A ccoun ting fo r  
Incom e Taxes. In its 1991 balance sheet, Orleans’ 
deferred income tax liabilities increased compared to 
1990. Which o f the following changes would cause this 
increase in deferred income tax liabilities?
I. An increase in prepaid insurance.
II. An increase in rent receivable.
III. An increase in warranty obligations.
A. I only.
B. I and II.
C. II and III.
D. III only.
10. According to FASB Statement No. 96, Accounting  
fo r  Incom e Taxes, which o f the following items should 
affect current income tax expense for 1991?
A. Interest on a 1989 tax deficiency paid in 1991.
B. Penalty on a 1989 tax deficiency paid in 1991.
C. Change in income tax rate for 1991.
D. Change in income tax rate for 1992.
12. Land was purchased to be used as the site for the 
construction o f a plant. A  building on the property was 
sold and removed by the buyer so that construction on 
the plant could begin. The proceeds from the sale o f 
the building should be
A . Netted against the costs to clear the land and 
expensed as incurred.
B. Netted against the costs to clear the land and 
amortized over the life o f the plant.
C. Deducted from the cost o f the land.
D. Classified as other income.
13. Lano Corp.’ s forest land was condemned for use 
as a national park. Compensation for the condemna­
tion exceeded the forest land’s carrying amount. Lano 
purchased similar, but larger, replacement forest land 
for an amount greater than the condemnation award. 
As a result o f the condemnation and replacement, 
what is the net effect on the carrying amount o f forest 
land reported in Lano’s balance sheet?
A . The amount is increased by the excess o f the 
replacement forest land’s cost over the con­
demned forest land’s carrying amount.
B . The amount is increased by the excess o f the 
replacement forest land’s cost over the con­
demnation award.
C. The amount is increased by the excess o f the 
condemnation award over the condemned 
forest land’s carrying amount.
D. No effect, because the condemned forest 
land’s carrying amount is used as the replace­
ment forest land’s carrying amount.
11. Derby Co. incurred costs to modify its building 
and to rearrange its production line. As a result, an 
overall reduction in production costs is expected. 
However, the modifications did not increase the 
building’s market value, and the rearrangement did 
not extend the production line’s life. Should the 
building modification costs and the production line 
rearrangement costs be capitalized?
B u ild in g  
m od ifica tion  costs
A. Yes
B. Yes
C. No
D. No
Prod uction  lin e  
rearrangem ent costs
No
Yes
No
Yes
14. On December 31, 1990, Bit Co. had capitalized 
costs for a new computer software product with an 
economic life o f five  years. Sales for 1991 were 30 
percent o f expected total sales o f the software. A t 
December 3 1 , 1991, the software had a net realizable 
value equal to 90 percent o f the capitalized cost. What 
percentage o f the original capitalized cost should be 
reported as the net amount on Bit’s December 31, 
1991, balance sheet?
A. 70%
B. 72%
C. 80%
D. 90%
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15. What factor must be present to use the units-of- 
production (activity) method o f depreciation?
A. Total units to be produced can be estimated.
B. Production is constant over the life o f the 
asset.
C. Repair costs increase with use.
D. Obsolescence is expected.
16. A  machine with a 5-year estimated useful life  and 
an estimated 1 0 % salvage value was acquired on 
January 1 , 1988. On December 31, 1991, accumulated 
depreciation, using the sum-of-the-years’ digits 
method, would be
A. (Original cost less salvage value) multiplied 
by 1/15.
B. (Original cost less salvage value) multiplied 
by 14/15.
C. Original cost multiplied by 14/15.
D. Original cost multiplied by
Item s 18 and 19 are based on the following:
On October 1 , 1991, Fleur Retailers signed a 4-month, 
16% note payable to finance the purchase o f holiday 
merchandise. A t that date, there was no direct method 
o f pricing the merchandise, and the note’s market rate 
o f interest was 11%. Fleur recorded the purchase at the 
note’s face amount. A ll o f the merchandise was sold 
by Decem ber 1, 1991. F leu r ’ s 1991 financia l 
statements reported interest payable and interest ex­
pense on the note for three months at 16%. A ll 
amounts due on the note were paid February 1 , 1992.
18. Fleur’s 1991 cost o f goods sold for the holiday 
merchandise was
A. Overstated by the difference between the 
note’s face amount and the note’s October 1, 
1991, present value.
B. Overstated by the difference between the 
note’s face amount and the note’s October 1, 
1991, present value plus 11% interest for two 
months.
C. Understated by the difference between the 
note’s face amount and the note’s October 1, 
1991, present value.
D. Understated by the difference between the 
note’s face amount and the note’s October 1, 
1991, present value plus 16% interest for two 
months.
19. A s  a result o f Fleur’s accounting treatment o f the 
note, interest, and merchandise, which o f the fo llow ­
ing items was reported correctly?
12/31/91
retained earnings
A. Yes
B. No
C. Yes
D. No
12/31/91 
interest payable
Yes
No
No
Yes
17. On January 1 , 1991, Brecon Co. installed cabinets 
to display its merchandise in customers’ stores. Brecon 
expects to use these cabinets for fiv e  years. Brecon’s 
1991 multi-step income statement should include
A . One-fifth o f the cabinet costs in cost o f goods 
sold.
B. One-fifth o f the cabinet costs in selling, 
general, and administrative expenses.
C. A ll o f the cabinet costs in cost o f goods sold.
D. AU o f the cabinet costs in selling, general, and 
administrative expenses.
20. Interest cost included in the net pension cost 
recognized by an employer sponsoring a defined 
benefit pension plan represents the
A. A m ortization  o f the discount on 
unrecognized prior service costs.
B. Increase in the fair value o f plan assets due 
to the passage o f time.
C. Increase in the projected benefit obligation 
due to the passage o f time,
D. Shortage between the expected and actual 
returns on plan assets.
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21. On August 15, 1991, Benet Co. sold goods for 
which it received a note bearing the market rate o f 
interest on that date. The four-month note was dated 
July 15, 1991. Note principal, together with all interest, 
is due November 15, 1991. When the note was 
recorded on August 15, which o f the following 
accounts increased?
A. Unearned discount.
B. Interest receivable.
C. Prepaid interest.
D. Interest revenue.
22. A  bond issued on June 1, 1991, has interest pay­
ment dates o f April 1 and October 1. Bond interest 
expense for the year ended December 31, 1991, is for 
a period o f
A. Seven months.
B. Six months.
C. Four months.
D. Three months.
26. On March 31, 1992, Dallas Co. received an 
advance payment o f 60% o f the sales price for special 
order goods to be manufactured and delivered within 
five  months. A t the same time, Dallas subcontracted 
for production o f the special order goods at a price 
equal to 40% o f the main contract price. What liabilities 
should be reported in Dallas’ March 3 1 , 1992, balance 
sheet?
Deferred
revenues
A. None
B. 60% o f main
contract price
C. 60% o f main
contract price
D. None
Payables to 
subcontrac to r
None
40% o f main 
contract price 
None
40% o f main 
contract price
23. Southgate Co. paid the in-transit insurance 
premium for consignment goods shipped to Hendon 
Co., the consignee. In addition, Southgate advanced 
part o f the commissions that w ill be due when Hendon 
sells the goods. Should Southgate include the in-transit 
insurance premium and the advanced commissions in 
inventory costs?
Insurance Advanced
prem ium com m issions
A. Yes Yes
B. No No
C. Yes No
D. No Yes
24. During periods o f rising prices, when the FIFO 
inventory method is used, a perpetual inventory 
system results in an ending inventory cost that is
A. The same as in a periodic inventory system.
B. Higher than in a periodic inventory system.
C. Lower than in a periodic inventory system.
D. Higher or lower than in a periodic inventory 
system, depending on whether physical 
quantities have increased or decreased.
25. Kahn Co., in applying the lower o f cost or market 
method, reports its inventory at replacement cost. 
Which o f the following statements are correct?
The o rig in a l cost
The net realizable 
value, less a norm al 
p ro fit m argin , is
27. Snelling Co. did not record an accrual for a con­
tingent loss, but disclosed the nature o f  the 
contingency and the range o f the possible loss. How 
likely is the loss?
A. Remote.
B. Reasonably possible.
C. Probable.
D. Certain.
28. A t December 31, 1991, Creole Co. was suing a 
competitor for patent infringement. The award from 
the probable favorable outcome could be reasonably 
estimated. Creole’s 1991 financial statements should 
report the expected award as a
A. Receivable and revenue.
B. Receivable and reduction o f patent.
C. Receivable and deferred revenue.
D. Disclosure by footnote only.
29. The effect o f a transaction that is infrequent in 
occurrence but not unusual in nature should be 
presented separately as a component o f income from 
continuing operations when the transaction results in a
is  greater than greater than
replacem ent cost replacem ent cost Loss G ain
A. Yes Yes A. Yes Yes
B. Yes No B. No Yes
C. No Yes C. No No
D. No No D. Yes No
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30. In open market transactions, Oak Corp. simul­
taneously sold its long-term investment in Maple Corp. 
bonds and purchased its own outstanding bonds. The 
broker remitted the net cash from the two trans­
actions. Oak’s gain on the purchase o f its own bonds 
exceeded its loss on the sale o f Maple’s bonds. Oak 
should report the
A . Net effect o f the two transactions as an extra­
ordinary gain.
B. Net e ffect o f the two transactions in income 
before extraordinary items.
C. E ffect o f its own bond transaction gain in 
income before extraordinary items, and 
report the Maple bond transaction as an 
extraordinary loss.
D. E ffect o f its own bond transaction as an 
extraordinary gain, and report the Maple 
bond transaction loss in income before extra­
ordinary items.
31. Which o f the following costs is included in 
research and development expense?
A . Ongoing efforts to improve existing products.
B. Troubleshooting in connection  w ith  
breakdowns during commercial production.
C. Periodic design changes to existing products.
D. Design, construction , and testing o f 
preproduction prototypes and models.
34. On January 1, 1991, Mollat Co. signed a 7-year 
lease for equipment having a 10-year economic life. 
The present value o f the monthly lease payments 
equaled 80% o f the equipment’s fair value. The lease 
agreement provides for neither a transfer o f title to 
Mollat nor a bargain purchase option. In its 1991 
income statement Mollat should report
A. Rent expense equal to the 1991 lease 
payments.
B. Rent expense equal to the 1991 lease 
payments less interest expense.
C. Lease amortization equal to one-tenth o f the 
equipment’s fair value.
D. Lease amortization equal to one-seventh o f 
80% o f the equipment’s fair value.
35. In the Adel-Brick partnership, Adel and Brick had 
a capital ratio o f 3:1 and a profit and loss ratio o f 2:1, 
respectively. The bonus method was used to record 
Colter’s admittance as a new partner. What ratio 
would be used to allocate, to Adel and Brick, the excess 
o f Colter’s contribution over the amount credited to 
Colter’s capital account?
A. Adel and Brick’s new relative capital ratio.
B. Adel and Brick’s new relative profit and loss 
ratio.
C. Adel and Brick’s old capital ratio.
D. Adel and Brick’s old profit and loss ratio.
32. Rig Co. sold its fa c to ry  at a gain, and 
simultaneously leased it back for 10 years. The fac­
tory’s remaining economic life is 20 years. The lease 
was reported as an operating lease. A t the time o f sale, 
Rig should report the gain as
A. An extraordinary item, net o f income tax.
B. An asset valuation allowance.
C. A  separate component o f stockholders’ 
equity.
D. A  deferred credit.
33. For a capital lease, the amount recorded initially 
by the lessee as a liability should normally
A . Exceed the total o f the minimum lease 
payments.
B. Exceed the present value o f the minimum 
lease payments at the beginning o f the lease.
C. Equal the total o f the minimum lease 
payments.
D. Equal the present value o f the minimum 
lease payments at the beginning o f the lease.
36. Instead o f the usual cash dividend, Evie Corp. 
declared and distributed a property dividend from its 
overstocked merchandise. The excess o f the merchan­
dise’s carrying amount over its market value should be
A. Ignored.
B. Reported as a separately disclosed reduction 
o f retained earnings.
C. Reported as an extraordinary loss, net o f 
income taxes.
D. Reported as a reduction in income before 
extraordinary items.
37. A  retained earnings appropriation can be used to
A. Absorb a fire loss when a company is 
self-insured.
B. Provide for a contingent loss that is probable 
and reasonable.
C. Smooth periodic income.
D. Restrict earnings available for dividends.
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38. The functional currency o f Nash, Inc.’s subsidiary 
is the French franc. Nash borrowed French francs as 
a partial hedge o f its investment in the subsidiary. In 
preparing consolidated financial statements, Nash’s 
translation loss on its investment in the subsidiary 
exceeded its exchange gain on the borrowing. How 
should the effects o f the loss and gain be reported in 
Nash’s consolidated financial statements?
A . The translation loss less the exchange gain is 
reported separately in the stockholders’ 
equity section o f the balance sheet.
B . The translation loss less the exchange gain is 
reported in the income statement.
C. The translation loss is reported separately in 
the stockholders’ equity section o f the 
balance sheet and the exchange gain is 
reported in the income statement.
D. The translation loss is reported in the income 
statement and the exchange gain is reported 
separately in the stockholders’ equity section 
o f the balance sheet.
39. A  foreign subsidiary’s functional currency is its 
local currency, which has not experienced significant 
inflation. The weighted average exchange rate for th e  
current year would be the appropriate exchange rate 
for translating
Sales to 
customers Wages expense
A. No No
B. Yes Yes
C. No Yes
D. Yes No
41. In its financial statements, Pulham Corp. uses the 
equity method o f accounting for its 30% ownership o f 
Angles Corp. A t December 31, 1991, Pulham has a 
receivable from Angles. How should the receivable be 
reported in Pulham’s 1991 financial statements?
A. None o f the receivable should be reported, 
but the entire receivable should be offset 
against Angles’ payable to Pulham.
B. Seventy percent o f the receivable should be 
separately reported, with the balance offset 
against 30% o f Angles’ payable to Pulham.
C. The total receivable should be disclosed 
separately.
D. The total receivable should be included as 
part o f the investment in Angles, without 
separate disclosure.
42. A  marketable equity security is transferred from 
the current portfolio to the noncurrent portfolio. A t 
the transfer date, the security’s cost exceeds its market 
value. What amount is used at the transfer date to 
record the security in the noncurrent portfolio?
A. Market value, regardless o f whether the 
decline in market value below cost is con­
sidered permanent or temporary.
B. Market value, only if  the decline in market 
value below cost is considered permanent.
C. Cost, i f  the decline in market value below 
cost is considered temporary.
D. Cost, regardless o f whether the decline in 
market value below  cost is considered 
permanent or temporary.
40. Matt Co. included a foreign subsidiary in its 1991 
consolidated financial statements. The subsidiary was 
acquired in 1985 and was excluded from previous con­
solidations. The change was caused by the elimination 
o f foreign exchange controls. Including the subsidiary 
in the 1991 consolidated financial statements results 
in an accounting change that should be reported
A. By footnote disclosure only.
B. Currently and prospectively.
C. Currently with footnote disclosure o f pro 
forma effects o f retroactive application.
D. By restating the financial statements o f all 
prior periods presented.
43. For the last 10 years, Woody Co. has owned 
cumulative preferred stock issued by Hadley, Inc. 
During 1991, Hadley declared and paid both the 1991 
dividend and the 1990 dividend in arrears. How should 
Woody report the 1990 dividend in arrears that was 
received in 1991?
A. As a reduction in cumulative preferred 
dividends receivable.
B. As a retroactive change o f the prior period 
financial statements.
C. Include, net o f income taxes, after 1991 
income from continuing operations.
D. Include in 1991 income from continuing 
operations.
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44. A  company uses the completed-contract method 
to account for a long-term construction contract. 
Revenue is recognized when recorded progress billings
A re Exceed
collected recorded costs
A. Yes Yes
B. No No
C. Yes No
D. No Yes
45. Income recognized using the installment method 
o f accounting generally equals cash collected 
multiplied by the
A. Net operating profit percentage.
B . Net operating profit percentage adjusted for 
expected uncollectible accounts.
C. Gross profit percentage.
D. Gross p ro fit  percen tage adjusted fo r  
expected uncollectible accounts.
46. Under a royalty agreement with another enter­
prise, a company will receive royalties from the assign­
ment o f a patent for three years. The royalties received 
should be reported as revenue
A. A t the date o f the royalty agreement.
B. In the period earned.
C. In the period received.
D. E ven ly  o ver  the li fe  o f  the roya lty  
agreement.
48. On December 3 1 , 1991, Northpark Co. collected 
a receivable due from a major customer. Which o f the 
fo llow in g  ratios w ou ld  be increased by this 
transaction?
A. Inventory turnover ratio.
B. Receivable turnover ratio.
C. Current ratio.
D. Quick ratio.
49. Financial reporting by a development stage enter­
prise differs from financial reporting for an established 
operating enterprise in regard to footnote disclosures
A. Only.
B. And expense recognition principles only.
C. And revenue recognition principles only.
D. And revenue and expense recognition 
principles.
50. In personal financial statements, how should 
estimated income taxes on the excess o f the estimated 
current values o f assets over their tax bases be 
reported in the stat(ement o f financial condition?
A. As liabilities.
B. As deductions from the related assets.
C. Between liabilities and net worth.
D. In a footnote disclosure only.
51. In a process cost system, the application o f fac­
tory overhead usually would be recorded as an 
increase in
A. Finished goods inventory control.
B. Factory overhead control.
C. Cost o f goods sold.
D. Work-in-process inventory control.
47. When the allowance method o f recognizing 
uncollectible accounts is used, the entries at the time 
o f collection o f a small account previously written o ff 
would
A. Increase the allowance for uncollectible 
accounts.
B. Increase net income.
C. Decrease the allowance for uncollectible 
accounts.
D. Have no e f fe c t  on the allowance fo r  
uncollectible accounts.
52. In calculating the break-even point for a multi­
product company, w hich o f the following assumptions 
are commonly made when variable costing is used?
I. Sales volume equals production volume.
II. Variable costs are constant per unit.
III. A  given sales mix is maintained for all volume 
changes.
A . I and II.
B. I and III.
C. II and III.
D. I, II, and III.
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53. When using a flexible budget, a decrease in pro­
duction levels within a relevant range
A. Decreases variable cost per unit.
B. Decreases total costs.
C. Increases total fixed costs.
D. Increases variable cost per unit.
54. On January 1 , 1992, Lake Co. increased its direct 
labor wage rates. A ll other budgeted costs and 
revenues were unchanged. How did this increase 
affect Lake’s budgeted break-even point and budgeted 
margin o f safety?
A.
Budgeted Budgeted
break-even p o in t m a rg in  o f safety B.
A. Increase Increase
B. Increase Decrease C.
C. Decrease Decrease
D. Decrease Increase D.
57. Under the modified accrual basis o f accounting 
for a governmental unit, revenues that are measurable 
should be recognized in the accounting period in which 
they are
A. Earned.
B. Available.
C. Budgeted.
D. Collected.
58. Property taxes levied in fiscal year 1991 to 
finance the general fund budget o f fiscal year 1992 
should be reported as general fund revenues in fiscal 
year 1992
Regardless o f the fiscal year in which 
collected.
For the amount collected in fiscal year 1992 
only.
For the amount collected before the end o f 
fiscal year 1992 only.
For the amount collected before the end o f 
fiscal year 1992 or shortly thereafter.
55. Book Co. uses the activity-based costing approach 
for cost allocation and product costing purposes. 
Printing, cutting, and binding functions make up the 
manufacturing process. Machinery and equipment are 
arranged in operating cells that produce a complete 
product starting with raw materials. Which o f the 
following are characteristic o f Book’s activity-based 
costing approach?
I . Cost drivers are used as a basis for cost allocation.
II. Costs are accumulated by department or function 
for purposes o f product costing.
III. Activities that do not add value to the product are 
identified and reduced to the extent possible.
A. I only.
B. I and II.
C. I and III.
D. II and III.
59. Is the recognition o f depreciation expense 
required for public colleges and private not-for-profit 
colleges?
P u b lic P riva te
A. No Yes
B. No No
C. Yes Yes
D. Yes No
60. Unrestricted earnings on specific purpose fund 
investments that are part o f a hospital’s central 
operations are reported as
A. Increases in the specific purpose fund 
balance.
B. Specific purpose fund revenues.
C. General fund deferred revenues.
D. General fund revenues.
56. Buff Co. is considering replacing an old machine 
with a new machine. Which o f the following items is 
economically relevant to Bu ff’s decision? (Ignore 
income tax considerations.)
C arry ing am ount 
o f old  m achine
A. Yes
B. No
C. No
D. Yes
Disposal value 
o f new m achine
No
Yes
No
Yes
Question Number 2 Begins on Page 64
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Num ber 2 (Estim ated t im e ----- 15 to  25 m inutes)
Instructions
Question Num ber 2 consists o f 9 items. Select the best answer for each item. Use a No. 2 pencil to blacken the 
appropriate ovals on the Objective Answer Sheet to indicate your answers. A n sw er a ll items. Your grade will be based 
on the total number o f correct answers.
Examination Questions —  May 1992
Item s 61 through 65 are based on the following:
Bilco Inc. produces bricks and uses a standard costing system. On the diagram below, the line OP represents Bilco’s 
standard material cost at any output volume expressed in direct material pounds to be used. Bilco had identical out­
puts in each o f the first three months o f 1992, with a standard cost o f V in each month. Points Ja, Fe, and Ma represent 
the actual pounds used and actual costs incurred in January, February, and March, respectively.
Requ ired:
For Items 61 through 65, determine whether each variance is favorable F  or unfavorable U  and blacken the 
corresponding oval on the answer sheet.
Exam ple:
The following is an example o f the manner in which the answer sheet should be marked.
Item
99. January material net variance.
Answ er Sheet
Item Variance
99  
Item s to  be A nsw ered :
61. January material price variance.
62. January material usage variance.
63. February material price variance.
64. February material usage variance.
65. March material net variance.
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Number 2 (continued)
Items 66 through 69 are based on the following;
During 1991, Krona City issued bonds for financing the construction o f a civic center, and bonds for financing 
improvements in the environmental controls for its water and sewer enterprise. The latter bonds require a sinking fund 
for their retirement.
Required:
Financial Statement Items
Items 66 through 69 represent items Krona should report in its 1991 financial statements. For each item, deter­
mine whether it would be included in each o f the fund types and account groups listed below. On the separate answer 
sheet, blacken Y  if the item would be included and N  if the item would not be included.
K rona 's Fund Types and Account Groups:
A. General fund
B. Enterprise funds
C. Capital projects funds
D. Debt service funds
E. General fixed assets account group
F. General long-term debt account group
Example:
The following is an example o f the manner in which the answer sheet should be marked:
Item
99. Transfer o f funds from the general fund to an enterprise fund.
Answ er Sheet
Item
General
Fund
Enterprise
Funds
Capital
Projects
Funds
Debt Service 
Funds
General 
Fixed Assets 
Account 
Group
General 
Long-Term 
Debt Acct. 
Group
Yes No Yes No Yes No Yes No Yes No Yes No
99       
Items to be Answered:
66. Bonds payable.
67. Accumulated depreciation.
68. Amounts identified for the repayment o f the two bond issues.
69. Reserve for encumbrances.
65
Examination Questions — May 1992
Number 3 (Estimated time------15 to 25 minutes)
Columbine Co.’s 10-year convertible bonds, issued and 
dated October 1, 1989, were common stock equiva­
lents. Each $1,000 bond is convertible, at the holder’s 
option, into 20 shares o f Columbine’s $25 par value 
common stock. The bonds were issued at a premium 
when the common stock traded at $45 per share. A fter 
payment o f interest on October 1, 1991, 30% o f the 
bonds were tendered for conversion when the 
common stock was trading at $57 per share. Columbine 
used the book value method to account for the 
conversion.
Required:
a. 1. How would the issue price o f Columbine’s 
convertible bonds be determined?
2. How should Columbine account for the 
issuance o f the convertible bonds? Give the rationale 
for this accounting practice.
3. How should Columbine account for the 
conversion o f the bonds into common stock?
b. 1. H ow  should Columbine determ ine 
whether to include the convertible bonds, which are 
common stock equivalents, in computing 1989 primary 
earnings per share?
2. How does the inclusion o f convertible 
bonds affect the computation o f 1989 primary earnings 
per share?
Number 4 (Estimated time----- 15 to 25 minutes)
On September 1 , 1991, Plains Corp. acquired all o f Sox 
Corp.’s outstanding stock for cash. The fair value o f 
Sox’s net assets was less than the purchase price but 
greater than the net carrying amount. During 
November 1991, Plains sold goods to Sox at a price that 
included its normal markup. A t December 31, 1991, 
20% o f these goods remained in Sox’s inventory. The 
separate legal entities were maintained and Sox uses 
push-down accounting for its separate financial 
statements.
Required:
Ignore income tax considerations when answer­
ing all questions.
a. 1. Specify three reasons for preparing con­
solidated financial statements that present operating 
results, cash flows, and financial position as if  a parent 
company and its subsidiaries were a single entity.
2. What changes in Plains’ September 1, 
1991, consolidated balance sheet w ill result from this 
acquisition?
3. In preparing Plains’ December 31, 1991, 
consolidated financial statements, what adjustments 
or eliminations are required as a consequence o f the 
intercompany sales?
b. In preparing separate financial statements 
immediately after acquisition (September 1, 1991), 
what is the effect o f the purchase on the balance 
sheet of:
1. Plains?
2. Sox (w hich uses push-down accounting)?
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Num ber 5 (Estim ated t im e ----- 15 to  25 m inutes)
A t December 31 , 1991, as a result o f its single employer 
defined benefit pension plan, Bighorn Co. had an 
unrecognized net loss and an unfunded accrued pen­
sion cost. Bighorn’s pension plan and its actuarial 
assumptions have not changed since it began opera­
tions in 1987. Bighorn has made annual contributions 
to the plan.
Required:
a. Identify the components o f net pension cost 
that should be recognized in Bighorn’s 1991 financial 
statements.
b. What circumstances caused Bighorn’s
1. Unrecognized net loss?
2. Unfunded accrued pension cost?
c. How should Bighorn compute its minimum 
pension liability and any additional pension liability?
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1 4 5 0  0 0
0 3 1 0 0 0
0 1 7 0 0 0
0 1 2 0 0 0
0 5 0 0 0 0
A n s w e r  4 (b ) (5 points)
Examination Answers —  May 1992
a. Sigm a Co.
SCHEDULE OF CALCULATION OF 
ALLOWANCE FOR UNCOLLECTIBLE ACCOUNTS
Decem ber 31, 1991
0 to 30 days $300,000 X 1% $ 3,000
31 to 90 days 80,000 X 5% 4,000
91 to 180 days 60,000 X 20% 12,000
Over 180 days 25,000 X 80% 20,000
Accounts receivable $465,000
Allowance for uncollectible accounts $39,000
b. Computation o f 1991 provision:
Balance December 31, 1990 
Writeoffs during 1991 
Recoveries during 1991
Balance before 1991 provision 
Required allowance at December 31, 1991 
1991 provision
$28,000
(27,000)
7,000
8,000 
39,000
$31,000
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A n s w e r  5 (10 points)
a. Tempo Co.
IN COME T A X  EXPENSE A N D  N E T  INCOME
For the Year Ended Decem ber 31, 1991
Income before income taxes 
Income tax expense:
Current [30% x(430,000-30,000)] 
Deferred [see computation below]
Net income
$ 120,000
9,000
$430,000
129,000
$301,000
Computation:
Deferred income tax expense 
Temporary difference — depreciation
1992
1993
1994
E ffective tax rate for years 1992 through 1994
Deferred tax liability, 12/31/91 
Less:
12/31/90 deferred tax asset 
12/31/90 deferred tax liability
1991 deferred income tax expense
$10,000
15,000
20,000
9,000
(15,750)
$45,000
35%
15,750
(6,750) 
$ 9,000
b.
Note payable — bank 
1/1/91 to 9/30/91
Tempo Co.
C ALC U LAT IO N  OF IN TER EST EXPENSE
F o r the Year Ended Decem ber 31, 1991
-  $75,000 x 10% x 9/12 $5,625
10/1/91 to 12/31/91 -  $70,000x 10% 3 / 1 2 $ 7,375
Capital lease obligation
1/1/91 to 12/31/91 -  $75,260 X 10% 7,526
Bonds payable
7/1/91 to 12/31/91 -  $459,725x 12% x 6/12 27,584
$42,485
c. Tempo Co.
LONG TERM  LIAB ILITIES SECTION OF BALANCE SHEET
Decem ber 31, 1991
Long-term liabilities:
Note payable — bank; 14 principal payments o f $5,000 plus 10% interest due 
annually on September 30 
Less current portion
$70,000
5,000 $65,000
Capital lease obligation — 15 payments o f $9,000 due annually  on January 1 
Less current portion
75,260
1,474 73,786
11% bonds payable due June 30, 2021, less unamortized discount o f $40,191 459,809
Deferred income tax liability 12,250
Total long-term liabilities $610,845
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Examination Answers —  May 1992
A n s w e r  5 (10 points)
a. R al Corp.
SCHEDULE OF TAXABLE INCOME
F o r the Year Ended Decem ber 31, 1991
Sales
Cost o f sales
Gross profit 
Expenses:
Per books
Excess o f estimated over actual bad debts 
Keyman life insurance premiums
Balance before other income 
Dividend income:
Clove Corp. ($7,000 x  20%)
Ramo Corp. ($6,000 x 30%)
Sol Corp. ($1,000 X 100%)
Real Estate Investment Trust (fu lly taxable) 
Money Market Fund (fu lly  taxable)
Interest income 
Taxable income
$2,000
4,000
$1,400
1,800
1,000
2,700
2,100
$220,000
6,000
$ 1,000,000
700,000
300,000
214,000
86,000
$ 9,000 
5,000 14,000
$ 100,000
b. R al Corp.
COMPUTATION OF FEDERAL INCOME TAX
F o r the Year Ended Decem ber 31, 1991
Taxable income 
Income tax
[$13,750 +  ( 34% X $25,000)] 
Estimated tax paid
Overpayment
$100,000
$ 22,250 
35,000
$ 12,750
c. R a l Corp.
RECONCILIATION OF INCOME PER BOOKS WITH  
INCOME PER RETURN
F o r the Year Ended Decem ber 31, 1991
Income per books
Excess o f capital losses 
over capital gains
Expenses recorded on books 
not deducted on return: 
Bad debts
L ife insurance premiums 
Subtotal
$ 98,000
6,000
$2,000
4,000 6,000
$110,000
Income recorded on books 
not included on return: 
Dividends 
Interest
Subtotal
Taxable income — 
$110,000 less $10,000
$ 9,800 
200
10,000
$100,000
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The key internal control structure policies and pro­
cedures related to Grant’s property, equipment, and
related transactions that Harris may consider in
assessing control risk include the following:
• Advance approval in accordance with manage­
ment’s criteria is required for property and 
equipment transactions.
• Approval authority for transactions above an 
established dollar value is required at a higher 
level, such as the board o f directors.
• Property and equipment transactions are ade­
quately documented.
• There are written policies covering capitalizing 
expenditures, classifying leases, and determining 
estimated useful lives, salvage values, and 
methods o f depreciation and amortization.
• There are written policies covering retirement pro­
cedures that include serially numbered retirement 
work orders, stating reasons for retirement and 
bearing appropriate approvals.
• There are adequate policies and procedures to 
determine whether property and equipment are 
received and properly recorded, such as a system 
that matches purchase orders, receiving reports, 
and vendors’ invoices.
• There are adequate procedures to determine 
whether dispositions o f property and equipment 
are properly accounted for and proceeds, i f  any, 
are received in accordance with management’s 
authorization.
• A  property and equipment subsidiary ledger is 
maintained showing additions, retirements, and 
depreciation, and the ledger is periodically 
reconciled.
• Property and equipment is physically inspected 
and reconciled at reasonable intervals w ith 
independently maintained property and equip­
ment records.
• An annual budget is prepared and monitored to 
forecast and control acquisitions and retirements 
o f property and equipment.
• Reporting procedures assure prompt identification 
and analysis o f variances between authorized 
expenditures and actual costs.
• Property and equipment is protected by adequate 
safeguards.
• Property and equipment is insured in accordance 
with management’s authorization.
• Documents evidencing title and property rights are 
periodically compared with the detailed property 
records.
• The entity employs internal auditors to test 
whether the internal control structure policies and 
procedures are operating effectively.
A n s w e r  3 (10 points) A n sw er 4 (10 points)
The substantive auditing procedures Brown may con­
sider performing include the following:
Using the perpetual inventory file,
• Recalculate the beginning and ending balances 
(prices x  quantities), foot, and print out a report 
to be used to reconcile the totals w ith the general 
ledger (or agree beginning balance with the prior 
year’s working papers).
• Calculate the quantity balances as o f the physical 
inventory date for comparison to the physical 
inventory file. (Alternatively, update the physical 
inventory file  fo r purchases and sales from 
January 6 to January 31, 1992, for comparison to 
the perpetual inventory at January 31, 1992.)
• Select and print out a sample o f items received and 
shipped for the periods a) before and after 
January 5 and 3 1 , 1992, for cut-off testing, b) be­
tween January 5 and January 31, 1992, for 
vouching or analytical procedures, and c) prior to 
January 5, 1992, for tests o f details or analytical 
procedures.
• Compare quantities sold during the year to quan­
tities on hand at year end. Print out a report o f 
items for which turnover is less than expected. 
(Alternatively, calculate the number o f days’ sales 
in inventory for selected items.)
• Select items noted as possibly unsalable or obsolete 
during the physical inventory observation and 
print out information about purchases and sales for 
further consideration.
• Recalculate the prices used to value the year-end 
FIFO inventory by matching prices and quantities 
to the most recent purchases.
• Select a sample o f items for comparison to current 
sales prices.
• Identify and print out unusual transactions. (These 
are transactions other than purchases or sales for 
the year, or physical inventory adjustments as o f 
January 5, 1992.)
• Recalculate the ending inventory (or selected 
items) by taking the beginning balances plus pur­
chases, less sales, (quantities and/or amounts) and 
print out the differences.
• Recalculate the cost o f sales for selected items sold 
during the year.
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Using the physical inventory and test count files,
• Account for all inventory tag numbers used and 
print out a report o f missing or duplicate numbers 
for follow-up.
• Search for tag numbers noted during the physical 
inventory observation as being voided or not used.
• Compare the physical inventory file to the file o f 
test counts and print out a report o f differences for 
auditor follow-up.
• Combine the quantities for each item appearing on 
more than one inventory tag number for com­
parison to the perpetual file.
• Compare the quantities on the file to the calculated 
quantity balances on the perpetual inventory file 
as o f January 5 ,  1992. (Alternatively, compare the 
physical inventory file updated to year end to the 
perpetual inventory file.)
• Calculate the quantities and dollar amounts o f the 
book-to-physical adjustments for each item and 
the total adjustment. Print out a report to recon­
cile the total adjustment to the adjustment 
recorded in the general ledger before year end.
• Using the calculated book-to-physical adjustments 
for each item, compare the quantities and dollar 
amounts o f each adjustment to the perpetual 
inventory file as o f January 5 ,  1992, and print out 
a report o f differences for follow-up.
A n s w e r  4 (continued)
The working paper contains the following deficiencies:
The working paper was not initialed and dated by the 
audit assistant.
Negative confirmations not returned cannot be con­
sidered to be accounts “ confirmed without excep­
tion.”
The two positive confirmations that were sent but 
were unanswered are not accounted for.
There is no documentation o f alternate procedures, 
possible scope limitation, or other working paper 
reference for the six accounts selected for confirma­
tion that the client asked the auditor not to confirm.
The dollar amount and percent o f the six accounts 
selected for confirmation that the client asked the 
auditor not to confirm is omitted from the “ Dollars”  
columns for the “ Total selected for testing.”
The “ D ollars—P ercen t”  fo r  “ Con firm ation  
Requests—Negatives’’ is incorrectly calculated at 10%.
There is no indication o f follow-up or cross-referencing 
o f the account confirmed—related party transaction.
The tickmark “ ‡”  is used but is not explained in the 
tickmark legend.
There is no explanation or proposed disposition o f the 
10 differences aggregating $12,000.
The overall conclusion reached is not appropriate.
There is no notation that a projection from the sample 
to the population was made.
There is no reference to second requests.
Cross-referencing is incomplete, such as the 18 “ Dif­
ferences reported and resolved, no adjustment”  and 
“ Confirmation Requests”  to confirmation control 
schedule.
A n s w e r  5 (10 points)
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B usiness La w
a. The income beneficiaries w ill w in their suit for 
negligence against Goodwin. Goodwin was negligent 
in improperly allocating trust income and in paying a 
beneficiary’s creditor. The beneficiaries sustained 
losses due to Goodwin’s failure to exercise the due care 
required o f a reasonable accountant.
b. The income beneficiaries w ill w in their suit for 
fraud against Goodwin. Goodwin intentionally con­
cealed the em bezzlements and made m aterial 
misstatements in the tax returns. These actions are 
considered fraud and w ill permit the beneficiaries, 
who relied on Goodwin to prepare the returns, to 
recover their losses.
c. The income beneficiaries w ill w in their suit for 
breach o f fiduciary duty against Goodwin. The fo llow ­
ing fiduciary duties were breached by Goodwin:
• The fiduciary duty o f loyalty by personally benefit- 
ting from and concealing the embezzlements.
• The fiduciary duty o f obedience by paying the 
beneficiary’s creditor.
• The fiduciary duty o f due care by misallocating 
trust principal and income, paying the creditor, 
and falsifying tax returns.
• The fiduciary duty to notify by failing to inform the 
beneficiaries o f the embezzlements. •
• The fiduciary duty to account by maintaining 
im proper records and p ro fitin g  from  the 
embezzlements.
A n s w e r  3 (10 points)
a. An involuntary bankruptcy petition may be filed 
against a debtor having 12 or more creditors by at least 
three creditors having unsecured claims o f at least 
$5,000, provided the debtor is not paying its 
undisputed debts as they become due.
b. 1. Dollar’s motion for relief w ill be granted. 
Dollar’s claim that it is entitled to take possession o f 
the collateral securing its loan is correct. Generally, a 
secured creditor is allowed to take possession o f its col­
lateral i f  there is no equity in it (that is, the debt balance 
exceeds the collateral’s fair market value). Dollar 
would then be entitled to sell the collateral and apply 
the proceeds to the loan balance.
2. Dollar’s claim that it is entitled to a priority 
distribution to the extent that the proceeds from the 
sale o f its collateral are less than the loan balance will 
not be approved by the bankruptcy court. Dollar is 
entitled to the value o f its collateral. As to any 
deficiency, Dollar will be treated as an unsecured 
creditor.
c. The payment to Techno’s president would be 
regarded as a preferential transfer. Because the presi­
dent is an “ insider,”  any payments made on the 
unsecured loan during the year preceding the 
bankruptcy filing would be considered a preferential 
transfer.
The payment to Alexis was not a preferential 
transfer because it was made in the ordinary course o f 
business and under ordinary business terms.
The $7,900 payment to Maple for the truck was not 
a preferential transfer because it was not made on 
account o f an antecedent debt, but as a contem­
poraneous exchange for new value.
A n s w e r  4 (10 points)
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A n s w e r  5 (10 points)
Rustic’s first claim, that its security interest is superior 
to National’s, is incorrect. Rustic’s security interest was 
perfected at the time it filed its financing statement, 
February 9, 1992, because it was a purchase money 
security interest in inventory. National filed its financ­
ing statement on February 7 , 1992, therefore, National’s 
security interest was perfected before, and is superior 
to , Rustic’s security interest.
Rustic’s second claim, that Karry purchased the lathe 
subject to Rustic’s security interest, is incorrect. Karry, 
as a buyer in the ordinary course o f Friendly’s business, 
purchased the lathe free o f any security interest given 
by Friendly. The fact that Karry was aware o f Rustic’s 
security interest does not affect this conclusion.
Karry’s first claim, that the note is nonnegotiable, is 
incorrect. For a promissory note to be negotiable, it 
must be payable on demand or at a definite time. An 
instrument is payable on demand when it states that 
it is so payable, or when it provides no specific time for 
payment. Therefore, the note would be considered 
payable on demand.
Also, Karry’s promissory note is negotiable despite the 
reference to the sales invoice because the reference 
does not make the note subject to the sales contract; 
rather, the reference only notes the existence o f the 
invoice.
Karry’s second claim, that Abcor has no rights to 
Karry’s note because Friendly did not endorse it, is 
incorrect. The note is a bearer instrument because it 
is made payable to Friendly or bearer. Bearer 
instruments may be negotiated by delivery o f the 
instrument alone.
Karry’s third claim, that Abcor took the note subject 
to Karry’s dispute with Friendly, is incorrect. Karry’s 
dispute with Friendly was a personal defense to Karry. 
Even though Abcor took the note knowing o f Karry’s 
dispute and, therefore, could not ordinarily be a holder 
in due course, Abcor did take the note from Queen, 
which was a holder in due course. Under the ‘‘shelter 
provision”  o f the UCC Commercial Paper Article, 
Abcor has the rights o f a holder in due course even 
though it does not qualify as one. As a result, Abcor did 
not take the note subject to Karry’s personal defense, 
despite knowing o f Karry’s claim.
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a. 1. The bond issue price would be determined by 
the expected future cash flows o f principal and 
interest, discounted at the market rate o f interest, plus 
the value o f the conversion option at the date o f 
issuance.
2. Columbine should account for the issuance o f 
the convertible bonds by increasing cash for the issue 
price, increasing bonds payable by the face amount, 
and increasing premium on bonds payable for the 
balance. The convertible debt is accounted for solely 
as debt. The conversion option is not recognized 
primarily because it is inseparable from the debt, and 
secondarily because o f the practical difficulty o f assign­
ing it a value.
3. Columbine should account for the conversion 
o f the bonds into common stock by decreasing both 
bonds payable and unamortized bond premium by 
30%, increasing common stock by $25 for each share 
issued, and increasing additional paid-in capital by the 
difference between the three previous amounts.
b. 1. I f  the bonds are dilutive, they are included in 
computing Columbine’s 1989 primary earnings per 
share.
2. Both earnings and number o f shares are 
affected by including the convertible bonds in com­
puting primary earnings per share. Interest expense on 
convertible bonds, net o f income taxes, is added to net 
income. The number o f shares outstanding is increased 
by the number o f shares potentially issuable on con­
version (number o f bonds times 20), multiplied by the 
proportion o f the year that the bonds were outstanding 
(one-quarter).
A n s w e r  3 (10 points) A n sw er 4 (10 points)
a. 1. Consolidated operating results, cash flows, 
and financial position are prepared, as if  a parent com­
pany and its subsidiaries are a single entity, to provide 
information that:
• Reflects the operating results, financial status, 
and central management ties that bind the com­
panies into a single economic and financial unit.
• Is representationally faithful and fair, without 
the biases caused by exclusions or netting o f 
data.
• Is comparable with information about other 
economic entities regardless o f the companies’ 
legal framework.
• Is relevant and complete for investors and other 
parties basing decisions on the data.
2. Plains’ September 1, 1991, consolidated 
balance sheet is changed by including all o f Sox’s iden­
tifiable assets and liabilities at their fair values, and 
cash is decreased by the purchase price. The excess o f 
purchase price over the fair value o f the net assets 
acquired is reported as goodwill.
3. The e ffect o f the intercompany sales is 
eliminated from Plains’ December 31, 1991, con­
solidated financial statements by:
• Reducing sales by the amount o f the intercom­
pany sales.
• Reducing ending inventory by the markup on 
goods sold by Plains and still held by Sox.
• Reducing cost o f goods sold for the difference 
between the amounts o f the two previous 
adjustments.
b. 1. The effects on Plains’ September 1, 1991, 
balance sheet, are the establishment o f an investment 
in Sox and a decrease in cash equal to the purchase 
price.
2. Using push-down accounting, all o f Sox’s 
assets and liabilities, including goodwill, are restated 
to reflect their fair values on September 1, 1991. The 
retained earnings balance is eliminated. Additional 
paid-in capital is adjusted for the difference arising 
from the restatement o f the asset and liability balances 
and the elimination o f retained earnings.
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A n s w e r  5 (10 points)
a. The components o f Bighorn’s 1991 net pension 
cost calculation are:
• Service cost.
• Interest cost.
• Actual return on plan assets.
• Gain or loss consisting of:
• The d ifference betw een  the actual and 
expected return on plan assets.
• Any amortization o f the unrecognized gain or 
loss from previous periods.
b. 1. Bighorn’s unrecognized net loss results from 
differences betw een actuarial assumptions and 
experiences for both its projected benefit obligation 
and returns on plan assets.
2. Bighorn’s unfunded accrued pension cost 
occurs because cumulative net pension expense 
exceeds cash contributed to the pension fund.
c. Bighorn’s minimum pension liability equals the 
excess o f the accumulated benefit obligation over the 
fair value o f plan assets. Bighorn’s additional pension 
liability would equal any excess o f this minimum pen­
sion liability over the unfunded accrued pension cost.
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M ultiple-Choice Grading Scales
Accounting P ractice  — Part I
The scores fo r the multiple-choice questions were determined in accordance w ith the follow ing scales: 
A n sw er 1 (10 points)
c 0 1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20
s 0 3 3½ 4 4½ 5 5 ½ 6 6 ½ 7 7½ 8 8 ½ 9 9 ½ 10 10 10 10 10 10
A n sw er 2 (10 points)
A n sw er 3 (10 points)
C 0 1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20
S 0 2½ 3 3½ 4 4 ½ 5 5½ 6 7 7½ 8 8½ 9 9 ½ 10 10 10 10 10
C 0 1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20
S 0 3 3 ½ 4 4 ½ 5 5½ 6 6½ 7 7½ 8 8½ 9 9½ 10 10 10 10 10 10
Accounting Practice —  Part II
The scores for the multiple-choice questions w ere determined in accordance w ith the fo llow ing scales: 
A n sw er 1 (10 points)
C 0 1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20
S 0 2 2½ 3 3½ 4 4½ 5 5½ 6 6½ 7 7 ½ 8 8½ 9 9½ 10 10 10 10
A n sw er 2 (10 points)
A n sw er 3 (10 points)
C 0 1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20
S 0 2½ 3 3 ½ 4 4½ 5 5½ 6 6½ 7 7½ 8 8½ 9 9½ 10 10 10 10 10
C 0 1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20
S 0 1½ 2 2½ 3 3 ½ 4 4 ½ 5 6 6½ 7 7½ 8 8½ 9 9½ 10 10 10
C =  Number o f correct responses. 
S =  Score for the question.
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M ultiple-Choice Grading Scales
Aud iting
The scores fo r the multiple-choice questions w ere determined in accordance w ith the fo llow ing scales: 
A n sw er 1 (60 points)
c 0 1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20
s 0 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20 21 22 23 24 25
C 21 22 23 24 25 26 27 28 29 30 31 32 33 34 35 36 37 38 39 40
S 26 27 28 29 30 31 32 33 34 35 36 37 38 39 40 41 42 43 44 45
C 41 42 43 44 45 46 47 48 49 50 51 52 53 54 55 56 57 58 59 60
S 46 47 48 49 50 51 52 53 54 55 56 57 58 59 60 60 60 60 60 60
Business Law
The scores for the multiple-choice questions w ere determined in accordance w ith the follow ing scales: 
A n sw er 1 (60 points)
C 0 1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20
S 0 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20 21 22
C 21 22 23 24 25 26 27 28 29 30 31 32 33 34 35 36 37 38 39 40
S 23 24 25 26 27 28 29 30 31 32 33 34 35 36 37 38 39 40 41 42
C 41 42 43 44 45 46 47 48 49 50 51 52 53 54 55 56 57 58 59 60
S 43 44 45 46 47 48 49 50 51 52 53 54 55 56 57 58 59 60 60 60
A ccounting Th eory
The scores for the multiple-choice questions w ere determined in accordance with the fo llow ing scales: 
A n sw er 1 (60 points)
C 0 1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20
S 0 8 9 10 11 12 13 14 15 16 17 18 19 20 21 22 23 24 25 26 27
C 21 22 23 24 25 26 27 28 29 30 31 32 33 34 35 36 37 38 39 40
s 28 29 30 31 32 33 34 35 36 37 38 39 40 41 42 43 44 45 46 47
C =  Number o f correct responses. 
S =  Score fo r the question.
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s 48 49 50 51 52 53 54 55 56 57 58 59 60 60 60 60 60 60 60 60
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HOW TO USE THIS INDEX: This index presents examination question number references for the four sections of the CPA 
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been organized according to its content specification outline, with questions indexed according to the areas and groups tested.
The question references listed in the right-hand column are designated as follows: The question numbers for the Accounting Practice 
section are followed by I for Part I and II for Part II. The letter M following question numbers indicates a multiple choice item. The 
letter F following question numbers indicates an other objective answer format item. For example, the reference 17M-I means multiple 
choice item number 17 for Accounting Practice Part I; the reference 61F-I means other objective answer format item number 61 
for Accounting Practice Part I; and the reference 5-I means problem number 5 for Accounting Practice Part I. For the Auditing, Business 
Law, and Accounting Theory sections, absence of the letter M or the letter F indicates an essay question number.
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D. Property, Plant, and Equipment Owned or Leased..... 19M-I,22M-I
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D. Capitalized Lease L iab ility .......................................... 34M-I,5-I
E. Bonds Payable.............................................................. 29M-I,30M-I,5-I
F. Contingent Liabilities and Commitments....................35M-I,36M-I
I V . Ownership Structure, Presentation, and Valuation o f Equity 
Accounts in Conformity With Generally Accepted Accounting 
Principles.
A. Preferred and Common Stock.....................................1M-II
B. Additional Paid-in Capital............................................
C. Retained Earnings and Dividends................................2M-II,3M-II,4M-II,5M-II,6M-II
D. Treasury Stock and Other Contra Accounts..............7M-II
E. Stock Options, Warrants, and R ights......................... 8M-II
F. Reorganization and Change in Entity..........................9M-II,10M-II
G. Partnerships ..................................................................
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V. Measurement and Presentation o f Income and Expense Items,
Their Relationship to Matching and Periodicity, and Their 
Relationship to Generally Accepted Accounting Principles.
A . Revenues and Gains......................................................37M-I,38M-I,39M-I,40M-I,41M-I,42M-I,43M-I,
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D. Recurring Versus Nonrecurring Transactions and
Events ............................................................................57M-I,58M-I
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J. Development Stage Enterprises...................................
K. Personal Financial Statements........................ .............19M-II
L. Combined Financial Statements................................... 20M-II
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A . Nature o f Cost Elements..............................................41M-II,42M-II,43M-II
B. Process and Job Order Costing................................... 44M-II,45M-II
C. Standard Costing...........................................................46M-II
D. Joint and By-Product Costing, Spoilage, Waste, and
Scrap ............................................................................ 47M-n,48M-n
E. Absorption and Variable Costing.................................49M-II
F. Budgeting and Flexible Budgeting...............................
G. Breakeven and Cost-Volume-Profit Analysis...............50M-II
H. Capital Budgeting Techniques...................................... 57M-II,58M-II,59M-II,60M-II
I. Performance Analysis...................................................51M-II,52M-II,53M-II
J. Other ............................................................................ 54M-n,55M-n,56M-n
VIII. Not-for-Profit and Governmental Accounting.
A . Fund Accounting...........................................................21M-II,22M-II,23M-II,24M-II,25M-II
B. Types o f Funds and Account Groups.......................... 2 6 M - I I ,2 7 M - I I ,2 8 M - I I , 2 9 M - I I ,3 0 M - n ,3 1 M - I I ,
32M-II,33M-II,34M-II,35M-II,36M-II,37M-II
C. Presentation o f Financial Statements for Various
Not-for-Profit and Governmental Organizations.........
D. Various Types o f Not-for-Profit and Governmental
Organizations ............................................................... 38M-II,39M-II,40M-II
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IX . Federal Taxation — Individuals, Estates, and Trusts.
A . Inclusions for Gross Income and Adjusted Gross
Income ..........................................................................61F-n,62F-n,66F-n,67F-n,69F-n,71F-n
B. Exclusions and Adjustments to Arrive at Adjusted
Gross Incom e............................................................... 63F-n,68F-II,73F-II,79F-II
C. Gain or Loss on Property Transactions....................... 70F-II
D. Deductions from Adjusted Gross Incom e................... 64F-II,65F-II,72F-II,74F-II,75F-n,76F-II,80F-II
E. Filing Status and Exemptions.......................................
F. Tax Computations and Credits.....................................77F-n,78F-II
G. Statute o f Limitations..................................................
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Estates and Trusts.......................................................
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E. Accumulated Earnings T a x .........................................
F. Distributions .................................................................5-II
G. Tax-Free Incorporation................................................
H. Reorganizations ...........................................................
I. Liquidations and Dissolutions.....................................
J. Formation o f Partnership.............................................
K. Basis o f Partner’s Interest............................................
L. Determination o f Partner’ s Taxable Income and
Partner’ s Elections........................................................
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N. Partner Dealing With Own Partnership.......................
O. Treatment o f Liabilities................................................
P. Distribution o f Partnership Assets...............................
Q. Termination o f Partnership...........................................
R. Types o f Organizations................................................
S. Requirements for Exemption.......................................
T. Unrelated Business Incom e.........................................
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I. Professional Responsibilities.
A . General Standards and Code o f Professional Conduct .56M
B. Control o f the A u d it.....................................................57M,58M,5
C. Other Responsibilities..................................................59M,60M
II. Internal Control.
A. Definitions and Basic Concepts.................................. 36M,37M,38M
B. Consideration o f the Internal Control Structure..........39M,40M,41M,42M,43M
C. Cycles ........................................................................... 44M,45M,46M,47M,48M,49M,3
D. Other Considerations................................................... 50M,51M,52M,53M,54M,55M
III. Evidence and Procedures.
A . Audit Evidence............................................................ 13M,16M,17M,18M,19M,20M,22M,23M
B. Specific Audit Objectives and Procedures................... 24M,25M,26M,27M,28M
C. Other Specific Audit Top ics........................................29M,30M,31M,32M,33M,4
D. Review and Compilation Procedures...........................34M,35M
IV . Reporting.
A . Reporting Standards and Types o f Reports.................1M,2M,3M,4M,5M,6M,7M,8M,9M,10M,11M,
61F,62F,63F,64F,65F,66F,67F
B. Other Reporting Considerations...................................12M,14M,15M,21M
Index
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I. The CPA and the Law.
A. Common Law Liability to Clients and Third Persons .3
B. Federal Statutory L iab ility ...........................................2M,3M,4M,5M
C. Workpapers, Privileged Communication, and
Confidentiality................................................................ 1M
I I . Business Organizations.
A. Agency ..........................................................................6M,7M,8M,9M
B. Partnerships and Joint Ventures....................................10M,11M,12M,13M,14M
C. Corporations .................................................................15M,16M,17M,18M,19M,20M
D. Estates and Trusts........................................................ 3
III. Contracts.
A . Offer and Acceptance...................................................21M,22M
B. Consideration ............................................................... 23M,24M
C. Capacity, Legality, and Public P o lic y .........................25M
D. Statute o f Frauds...........................................................26M
E. Statute o f Limitations...................................................27M
F. Fraud, Duress, and Undue Influence........................... 28M
G. Mistake and Misrepresentation.....................................29M
H. Parol Evidence R u le ..................................................... 30M
I. Third Party R ights........................................................ 31M
J. Assignments.................................................................. 33M,34M
K. Discharge, Breach, and Remedies................................32M,35M
IV . Debtor-Creditor Relationships.
A . Suretyship ....................................................................
B. Bankruptcy ................................................................... 4
V. Government Regulation o f Business.
A . Regulation o f Employment........................................... 36M,37M,38M
B. Federal Securities A c ts ................................................ 39M,40M,41M,42M,43M,44M,45M
VI. Uniform Commercial Code.
A. Commercial Paper........................................................ 5,46M,47M,48M
B. Documents o f Title and Investment Securities..............49M,50M
C. Sales .............................................................................. 51M,52M,53M,54M,55M,56M,57M,58M,59M,
60M
D. Secured Transactions.................................................... 5
V I I . Property.
A. Real and Personal Property.........................................
B. Mortgages ..................................................................... 61F,62F,63F,64F,65F,66F,67F,68F,69F,70F,
71F,72F,73F,74F,75F,76F,77F,78F
C. Fire and Casualty Insurance........................................
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A . Authority o f Pronouncements.....................................1M
B. Conceptual Framework............................................... 2M,3M
C. Basic Concepts and Accounting Principles...................3,4,5
D. Nature and Purpose o f Basic Financial Statements..... 3,4
E. Consolidated Financial Statements.............................. 4
F. Historical Cost, Constant Dollar, Current Cost, and
Other Accounting Concepts.........................................4M,5M
II. Measurement, Valuation, Realization, and Presentation o f 
Assets in Conformity With GAAP.
A. Cash, Marketable Securities, and Investments.............3,4,42M
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A. Preferred and Common Stock...................................... 3
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C. Retained Earnings and Dividends.................................37M
D. Treasury Stock and Other Contra Accounts............... 38M
E. Stock Options, Warrants, and R ights..........................
F. Reorganization and Change in Entity.......................... 4
G. Partnerships .................................................................. 35M
V. Measurement and Presentation o f Income and Expense Items,
Their Relationship to Matching and Periodicity, and Their 
Relationship to GAAP.
A. Revenues and Gains......................................................6M,39M,43M,44M,45M,46M
B. Expenses and Losses.....................................................15M,17M,18M,20M,22M,29M,31M,34M,36M
C. Provision for Income T a x .............................................10M
D. Recurring Versus Nonrecurring Transactions and
Events ........................................................................... 30M
E. Accounting Changes.....................................................
F. Earnings Per Share.......................................................3
Index
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Index
VI. Other Financial Topics.
A . Statement o f Cash F low s .............................................7M,8M
B. Accounting Po lic ies.....................................................
C. Accounting Changes.....................................................40M
D. Nonmonetary Transactions...........................................
E. Business Combinations..................................................4
F. Interim Financial Statements........................................
G. Gain Contingencies............................... .......................28M
H. Segments and Lines o f Business..................................
I. Employee Benefits........................................................ 5
J. Analysis o f Financial Statements.................................. 48M
K. Development Stage Enterprises................................... 49M
L. Personal Financial Statements......................................50M
M. Combined Financial Statements...................................
V I I . Cost Accumulation, Planning, and Control.
A . Nature o f Cost Elements.............................................
B. Process and Job Order Costing................................... 51M
C. Standard Costing...........................................................61F,62F,63F,64F,65F
D. Joint and By-Product Costing, Spoilage, Waste, and
Scrap ............................................................................
E. Absorption and Variable Costing.................................52M
F. Budgeting and Flexible Budgeting................................53M
G. Breakeven and Cost-Volume-Profit Analysis...............54M
H. Capital Budgeting Techniques......................................
I. Performance Analysis...................................................55M
J. Other ............................................................................ 56M
V III . Not-for-Profit and Governmental Accounting.
A. Conceptual Framework................................................ 57M
B. Fund Accounting...........................................................58M,66F,67F,68F,69F
C. Types o f Funds and Account Groups.......................... 66F,67F,68F,69F
D. Presentation o f Financial Statements for Various
Not-for-Profit and Governmental Organizations.........
E. Various Types o f Not-for-Profit and Governmental
Organizations ...............................................................59M,60M
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FUTURE CPA EXAMINATION DATES
1992 — November 4, 5, 6
1993 -  May 5, 6, 7
November 3, 4, 5
1994 — May 4, 5
November 2, 3
1995 -  May 3, 4
November 1, 2
1996 -  May 8, 9
November 6, 7
1997 -  May 7, 8
November 5, 6
1998 -  May 6, 7
November 4, 5
1999 — May 5, 6
November 3, 4
2000 -  May 3, 4
November 1, 2
Beginning with the May 1994 Examination, the Examination testing time is scheduled to be shortened to two days.
Candidates can facilitate their study o f past CPA examination questions by using the index on pages 91 
through 97 in conjunction with the five-year index contained in Selected Questions & Unofficial Answers 
Indexed to Content Specification Outlines.
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SELECTED QUESTIONS & UNOFFICIAL ANSWERS INDEXED 
TO CONTENT SPECIFICATION OUTLINES M AY 1987 -  M AY 1991
This new study aid offers today’s CPA 
candidate an extremely effective way 
to prepare for the CPA examination. 
It includes virtually all of the multiple- 
choice questions, problems and essays 
contained in the ten examinations that 
were given from May 1987 through 
May 1991—along with unofficial 
answers.
■ The questions were selected 
by the staff o f  the AICPA Examinations 
Division on the basis o f  current value 
and pertinence.
■ The unofficial answers were 
prepared by the staff and reviewed by 
the AICPA Board o f  Examiners.
To help you focus on specific 
subject areas, material in nine o f the 
examinations has been organized into 
four sections which correspond to the 
four parts o f the CPA examination 
itself—Accounting Practice, Account­
ing Theory, Auditing, and Business 
Law.
And to facilitate study and review, 
the material in each section has been 
organized and indexed by area and 
group in accordance with its content 
specification outline.
This area and content approach 
will enable you to study more effec­
tively by making it easier for you to 
concentrate more heavily on those 
subject areas where you feel greater 
effort is required.
As an added advantage, the 
November 1991 CPA examination is 
presented in its entirety along with 
unofficial answers and content index. 
This will give you an opportunity to 
familiarize yourself with a recent 
examination as it is actually given.
$55.00 PER COPY DISCOUNT PRICE TO STUDENTS $38.50
UNIFORM CPA EXAMINATION MAY 1992 
EXAMINATION ANSWER BOOKLETS
$5.00 PER SET
(limited supply available)
BY: AICPA, EXAMINATIONS DIVISION
Beginning with the May 1992 Uniform CPA Examination, candidates 
wrote their answers in new self-contained Examination Answer 
Booklets.
The Examination Answer Booklets contain both the "Objective 
Answer Scan Sheet" and the Essay/Problem Answer Paper." This 
document replaces the separate multiple-choice answer sheet and 
the green essay/problem answer worksheets sets.
To receive copies of the May 1992 Accounting Practice— Part I, 
Accounting Practice— Part II, Auditing, Accounting Theory, and 
Business Law Examination Answer Booklets, complete order form 
on next page.
ORDER FORM
Selected Questions & Unofficial Answers Indexed to 
Content Specification Outlines May 1987-1991 & NEW: MAY 1992Examination Answer Booklets
Quantity Item Product No. Price Total Cost
Selected Questions & 
Unofficial Answers 079245 $55.00
Examination Answer Booklets 
(limited supply) 073351 $ 5.00
Total Product Cost
(A) Less Discount -
Net Product Cost
(B) Shipping and Handling Charges +
(C) Sales Tax (if applicable) +
Total to be remitted $
SHIP TO:
Name
Firm (if part of mailing address)
Street Address (Do not use P.O. Box, Shipments are made by UPS)
City
(A)
State Zip
Educational discount for Selected Question & 
U noffic ia l A n sw ers  In d exed  to C ontent 
Specifications Outlines is $16 .50  per booklet 
ordered. The required Educational Discount 
Information is:
* School_______________________________________________
*Instructor
(B) SHIPPING AND HANDLING CHARGES
Product Cost 
Less than — $ 10.00
$10.00 — $ 25.00
$25.01 — $ 50.00
$50.01 — $150.00
Added Charges 
$2.75 
$4.35 
$5.45 
$6.55
(C)
Over $150.00 4.5% of order amount
Sales Tax— add 8 ¼ %  sales tax in N ew  York 
City. Elsewhere in New York State add 4 %  
state tax plus local tax, if applicable. In 
W ashington, DC , add 6 %  tax and In Verm ont 
add 5 %  state tax.
PAYMENT METHOD:
Check payable to Am erican Institute of CPAs 
Credit card— M asterCard or V ISA  ($10 minimum)
/ ____/ _CARD ACCOUNT NUMBER Exp. date
( )
Telephone
Signature
Cardholder Address (if different from above)
MAIL ORDER TO:
MAIL TO:
Order Department
American Institute of Certified Public Accountants
P.O. Box 1003
New York, NY 10108-1003
TO ORDER TOLL FREE BY TELEPHONE:
MASTERCARD VISA($10 minimum) 
1-800-334-6961 
NY 1-800-248-0445
1. The above toll-free number is for orders only.
2. For best results, call Monday through Friday
between
8:30 a.m. — 11:00 a.m. and 2:00 p.m. — 5:30 p.m.
089205
